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569a 

600a 

i 

Herbert  J.  Smith 

Direct . 

.  i 

833a 

853a 

i 

868a 

87^a 

m 

1613a 

1613a 

Cross  . 

. in 

1614a 

1627a 

1 

E.  C.  Stone  ! 

Direct — Qualifications . 

.  i 

656a 

667a 

Cross — Qualifications  . 

.  i 

668a 

692a 

Direct . 

.  n 

902a 

910a 

m 

1593a 

1603a 

Cross  . 

. m 

1603a 

1613a 

! 

Frank  T.  Trohaugh 

Direct — Qualifications  . 

. m 

2003a 

2009a 

Cross — Qualifications  . 

. m 

2009a 

2009a 

Direct . 

. m 

2010a 

2022a 

Cross  . 

. m 

2023a 

2033a 

Re-direct  . 

. m 

2033a 

2034a 

I 

V 

I 

I 

i 

i 

i 

i 

i 

i 

j 

i 


Index  to  Exhibits 

(Note:  In  the  following  list  of  exhibits,  the  ex¬ 
hibits  which  are  printed  in  this  Joint  Appendix  are 
designated  by  the  page  number  of  the  Joint  Appendix 
where  they  appear.  Exhibits  treated  as  physical  ex¬ 
hibits  pursuant  to  Order  of  Court,  dated  October  28, 
1948,  copies  of  which  are  to  be  furnished  by  the  Com¬ 
mission,  are  designated  “Com.  Ex.  Vol . ”  and  such 

exhibits,  copies  of  which  will  be  furnished  by  Peti¬ 
tioners,  are  designated  “Pet.  Ex.  VoL  . ”  The  ex¬ 

hibits,  constituting  published  decisions  of  a  court  and 
of  the  Commission  and  of  which  the  Court  may  take 
judicial  notice,  are  designated  “Judicial  Notice.” 
Those  exhibits  which  are  designated  “Not  Supplied” 
in  the  following  table  are  neither  printed  nor  treated 
as  physical  exhibits,  the  parties  hereto  having  agreed 
that  the  material  contained  therein  is  duplicated  in 
other  parts  of  this  Joint  Appendix  or  that  the  mate¬ 
rial  contained  therein  is  not,  in  the  opinion  of  the 
parties,  relevant  or  material  to  the  issues  presented  to 
the  Court  for  review  in  the  present  proceedings. ) 


Commission  Exhibits 


Number 

A-l  through  A-7-e . 

A-8  . 

A-9  . 

A-10  and  A-ll . 

A-12-a  through  A-12-c 

A-13  through  A-16 . 

A-17  through  A-20 . 

A-21  through  A-24 . 

A-25  through  A-27 . 

A-28  . 

A-29  . 

A-30  through  A-37 . 

A-38  and  A-39 . 

A-40  through  A-49 . 


Not  Supplied 
Com.  Ex.  Vol.  I 
Pet.  Ex.  Vol.  I 
Com.  Ex.  Vol.  I 
Not  Supplied 
Com.  Ex.  Vol.  I 
Not  Supplied 
Com.  Ex.  Vol.  I 
Pet.  Ex.  Vol.  I 
Judicial  Notice 
Com.  Ex.  Vol.  I 
Com.  Ex.  Vol.  II 
Pet  Ex.  Vol.  I 
Com.  Ex.  Vol.  II 


vi 


I 


Number 

A-50  and  A-51 .  Not  Supplied  j 

A-52  .  Com.  Ex.  Vol.  IJ 

A-53  and  A-54 .  Not  Supplied  | 

A-55  .  Com.  Ex.  Vol.  II 

A-56  and  A-57 .  Not  Supplied  j 

A-58  .  Com.  Ex.  Vol.  n 

A-59  .  Not  Supplied 

A-60  .  Com.  Ex.  Vol.  II 

Power  Contract  of  December  31, 

7  i 

1913,  and  supplements,  and  Rate  J  of  j 

Duquesne,  incorporated  into  the  tran¬ 
script  by  reference .  Pet.  Ex.  Vol.  1 1 

The  following  unnumbered  exhib¬ 
its,  all  incorporated  into  the  tran¬ 
script  by  reference: .  Not  Supplied  j 


Items  1,  2,  3,  4  and  9  in  the  1946  U-5S  Report  ; 

of  Philadelphia  Company 
Items  1,  2,  3,  4  and  9  in  the  1940  U-5S  Report 
of  Philadelphia  Company 
Items  1,  2,  3,  4  and  9  in  the  1940  U-5S  Report 
of  Standard  Gas 

Items  1,  2,  3,  4  and  9  in  the  1946  U-5S  Report 
of  Standard  Gas 

Items  1,  2,  3,  4  and  9  in  the  1946  U-5S  Report 
of  Standard  Power  j 

Items  16(a)  to  16(e)  in  the  1940  U-5S  Report 
of  Standard  Gas  j 

Items  16(a)  to  16(e)  in  the  1946  U-5S  Report 
of  Standard  Gas 

Items  16(a)  to  16(e)  in  the  1940  U-5S  Report 
of  Philadelphia  Company 
Items  16(a)  to  16(e)  in  the  1946  U-5S  Report 
of  Philadelphia  Company 
Exhibits  D  and  F  to  the  1940  U-5S  Report  of 
Philadelphia  Company  ! 

Exhibits  D  and  F  to  the  1946  U-5S  Report  of 
Philadelphia  Company 

i 

j 

i 

i 


i 


Vll 


Philadelphia  Exhibits 

Number 

1  .  2193a 

2  .  2217a 

3  and  4 .  Not  Supplied 

5  .  Pet.  Ex.  Vol.  I 

6  .  Not  Supplied 

7  .  2243a 

8  .  Com.  Ex.  Vol.  m 

9  .  2245a 

10  .  Com.  Ex.  Vol.  m 

11  .  2247a 

12  through  14 .  Com.  Ex.  Vol.  IH 

15  .  Not  Supplied 

16  .  2249a 

17  .  Not  Supplied 

18  .  Pet.  Ex.  Vol.  I 

19  and  20  ( part ) .  Not  Supplied 

20  (part)  .  Pet.  Ex.  Vol.  I 

21  .  Com.  Ex.  VoL  HE 

22  .  Not  Supplied 

23  .  Com.  Ex.  Vol.  HE 

24  .  2250a 

25  .  2251a 

26  .  2263a 

27  .  2265a 


vm 


Number 

28  . 

29  . 

30  . 

31  . 

32  . 

33  . 

34  . 

35  . 

36  . 

37  . 

38  . 

39  . 

40  . 

41  . 

42  . 

43  . 

44  . 

45  . 

46  . 

47  through  57 . 

58  through  63-2. 
64-1  through  70 

71  . 

72  . 

73  . 


I 

i 


2271a 

2276a  | 

2280a  | 

2285a 

j 

2290a 

2294a 

2298a 

2304a  ! 

2307a 

i 

2311a 

I 

2313a 

2315a 

2317a 

! 

2396a 

2399a  ! 

2401a  | 

i 

2404a  | 

2409a 

I 

2416a 

Not  Supplied 
Pet.  Ex.  Vol.1  | 
Pet.  Ex.  Vol.  H  ! 
2421a  | 

2439a 
2441a 


IX 


Number 

74  .  2443a 

75  .  2444a 

76  and  77 .  Com.  Ex.  Vol.  m 

78  through  81 .  Pet.  Ex.  Vol.  II 

82  .  2445a 

83  .  2448a 

84  and  85 .  Not  Supplied 

86  .  Pet.  Ex.  Vol.  n 

87  .  Not  Supplied 

88  through  97 .  Pet.  Ex.  Vol.  H 

98  through  110 .  Not  Supplied 

111  .  Com.  Ex.  Vol.  m 

The  following  unnumbered  exhibits,  all  incorporated 
into  the  transcript  by  reference : 

Findings,  Opinion  and  Order  of  the 
Commission,  January  30,  1940 
(6S.E.C.  752)  .  Judicial  Notice 

Findings,  Opinion  and  Order  of  the 
Commission,  June  11,  1941  (9 
S.E.C.  532)  .  Judicial  Notice 

Findings,  Opinion  and  Order  of  the 
Commission,  November  15,  1944 
(Holding  Company  Act  Release 
No.  5430 )  .  Judicial  Notice 

1935  Registration  Statement 
(Form  A-2)  filed  with  the  Com¬ 
mission  by  Duquesne .  Not  Supplied 


x 


Exhibits  op  Other  Parties 


Monongahela  Street  Railway  Com¬ 
pany  Exhibits  No.  1  through  6 . 

Pittsburgh  and  Birmingham  Traction 
Company  Exhibits  No.  1  through  6 

Suburban  Rapid  Transit  Street  Rail¬ 
way  Company  Exhibits  No.  1 
through  3 . 

Standard  Gas  and  Electric  Company 
Exhibits  No.  1  through  3 . 

Allegheny  County  Exhibits  No.  1 
through  5 . 

Olesnicki-Riely  Common  Stockhold¬ 
ers  Protective  Committee  Exhibits 
No.  1  through  5 . 


xi 


Not  Supplied' 

i 

i 

Not  Supplied 

j 

j 

! 

Not  Supplied 

i 

Not  Supplied 

i 

Not  Supplied 

i 

Not  Supplied 


Commission’s  Docket  Entries — 
Explanatory  Statement. 


I 

i 

i 


la 


» 

j 

I 


i 

i 

i 

j 

i 

i 

PERTINENT  DOCKET  ENTRIES  IN  THE 
PROCEEDINGS  BEFORE  THE  COMMISSION 

J 

—EXPLANATORY  STATEMENT— 

i 

The  Securities  and  Exchange  Commission  does  not 
keep  docket  entries  as  that  term  is  known  in  court  pro¬ 
ceedings.  The  proceedings  before  the  Commission  are 
recorded  in  what  is  described  as  the  “Record  of  Action” 
which  is  in  considerable  detail  and  includes  many  en¬ 
tries  not  pertinent  to  this  proceeding  on  review.  Coun¬ 
sel  accordingly  have  agreed  that  there  may  be  printed 
as  the  “Pertinent  Docket  Entries,”  required  by  Rfile 
17(a)  of  the  General  Rules  of  this  Court,  the  Certificate 
of  Transcript  of  Record  certified  by  the  Secretary  Of 
the  Commission  to  this  Court.  This  Certificate,  which 
is  printed  immediately  following,  includes  reference  to 
all  documents  filed  with  this  Court  by  the  Commission, 
and  the  documents  listed  therein  constitute  the  complete 
record  before  the  Commission  upon  which  were  entered 
the  orders  here  under  review. 


! 

i 

i 


i 

i 
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Certificate  of  Transcript  of  Record. 


[Filed  with  the  Court  Sept.  3, 1948] 


IN  THE  UNITED  STATES  COURT  OF  APPEALS 
FOR  THE  DISTRICT  OF  COLUMBIA 


PHILADELPHIA  COMPANY,  ET  AL., 

Petitioners, 


v. 


SECURITIES  AND  EXCHANGE 
COMMISSION, 


r  No.  9961 


Respondent. J 


STANDARD  GAS  AND  ELECTRIC  ^ 
COMPANY, 

Petitioner, 

v. 

SECURITIES  AND  EXCHANGE 
COMMISSION, 

Respondent.  J 


No.  9962 


CERTIFICATE  OF  TRANSCRIPT  OF  RECORD 

Pursuant  to  the  provisions  of  Section  24(a)  of  the 
Public  Utility  Holding  Company  Act  of  1935,  the  Secu¬ 
rities  and  Exchange  Commission  hereby  certifies  as  a 
transcript  of  the  record  upon  which  the  Orders  of  the 
Commission  complained  of  were  entered,  the  documents 
contained  on  pages  1  to  14163  attached  hereto,  as  follows : 


I.  THE  EVIDENCE 

Pages 

Item  Volume  Inclusive 

1.  Transcript  of  hearings  before 
Trial  Examiner,  held  at  Phila¬ 
delphia,  Pennsylvania,  on  Feb¬ 
ruary  25,  26,  27,  28,  March  3, 

4,  April  8,  9,  May  12,  13,  14, 15, 

16, 19,  22,  23,  26,  27,  28,  June  3, 


Certificate  of  Transcript  of  Record. 


Item 


Pages 

Volume  Inclusive 


(Cont’d) 

4,  5,  6, 10, 11, 12,  13,  30,  July  1, 
2,  3,  7,  8,  9, 10,  22,  and  23, 1947, 
consisting  of  3681  pages,  title 


pages  and  indices . 

... 

1-3681 

a.  Transcript  of  hearing, 
February  25,  1947 . 

...  I 

| 

i 

1-90  ! 

b.  Transcript  of  hearing, 
February  26,  1947 . 

| 

i 

91-216  i 

c.  Transcript  of  hearing, 
February  27,  1947 . 

j 

217-342  | 

d.  Transcript  of  hearing, 
February  28,  1947 . 

i 

343-458 

e.  Transcript  of  hearing, 
March  3, 1947 . 

459-566 

f .  Transcript  of  hearing, 
March  4, 1947 . 

! 

567-649 

g.  Transcript  of  hearing, 
April  8,  1947 . 

i 

650-775 

h.  Transcript  of  hearing, 
April  9,  1947 . 

...  n 

776-900  j 

i.  Transcript  of  hearing, 
May  12, 1947 . 

i 

j 

901-922  i 

j.  Transcript  of  hearing, 
May  13,  1947 . 

1 

j 

923-1052  | 

k.  Transcript  of  hearing, 
May  14,  1947 . 

i 

i 

1053-1172  ! 

1.  Transcript  of  hearing, 
May  15,  1947 . 

] 

1173-1189  j 

m.  Transcript  of  hearing, 
May  16,  1947 . 

i 

i 

1190-1248  I 

n.  Transcript  of  hearing, 
May  19,  1947 . 

i 

1249-1373 

o.  Transcript  of  hearing, 
May  22,  1947 . 

. .  •  • 

| 

1374-1510 

4a 
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Item 

Volume 

Pages 

Inclusive 

1.  (Cont’d) 

p.  Transcript  of  hearing, 
May  23, 1947 . 

.  n 

1511-1600 

q.  Transcript  of  hearing. 
May  26,  1947 . 

.  in 

1601-1693 

r.  Transcript  of  hearing, 
May  27,  1947 . 

1694-1804 

s.  Transcript  of  hearing, 
May  28,  1947 . 

1805-1892 

t.  Transcript  of  hearing, 
June  3,  1947 . 

1893-1982 

u.  Transcript  of  hearing, 
June  4,  1947 . 

1983-2078 

v.  Transcript  of  hearing, 
June  5,  1947 . 

2079-2160 

w.  Transcript  of  hearing, 
June  6,  1947 . 

2161-2228 

x.  Transcript  of  hearing, 
June  10,  1947 . 

2229-2316 

y.  Transcript  of  hearing, 
June  11,  1947 . 

.  IV 

2317-2442 

z.  Transcript  of  hearing, 
June  12,  1947  . 

2443-2572 

aa.  Transcript  of  hearing, 
June  13,  1947 . 

2573-2653 

ab.  Transcript  of  hearing, 
June  30,  1947 . 

2654-2771 

ac.  Transcript  of  hearing, 
July  1,  1947 . 

2772-2874 

ad.  Transcript  of  hearing, 
July  2,  1947 . 

2875-2972 

ae.  Transcript  of  hearing, 
July  3,  1947 . 

.  V 

2973-3050 

af .  Transcript  of  hearing, 
July  7,  1947 . 

3051-3159 
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Item  Volume 

1.  (Cont’d) 

a g.  Transcript  of  hearing, 

July  8,  1947 .  V 


ah.  Transcript  of  hearing, 

July  9,  1947 . 

ai.  Transcript  of  hearing, 

July  10,  1947 . 

aj.  Transcript  of  hearing, 

July  22,  1947 . 

ak.  Transcript  of  hearing, 

July  23,  1947 . 

2.  Stipulations  for  correction  of 

transcript  of  testimony .  V 

a.  Stipulation  between  Counsel 

for  Philadelphia  Company, 
Counsel  for  the  Securities  and 
Exchange  Commission  and 
Counsel  for  Monongahela 
Street  Railway  Company  and 
Pittsburgh  and  Birmingham 
Traction  Company,  dated  re¬ 
spectively  April  14,  May  6 
and  March  31,  1947 . 

b.  Stipulation  of  Counsel,  dated 

May  6,  1947,  providing  for 
corrections  to  transcript  of 
testimony  taken  February  25, 
1947  to  March  4,  1947 . 

c.  Stipulation  of  Counsel,  dated 
September  18,  1947,  provid¬ 
ing  for  corrections  to  tran¬ 
script  of  testimony  taken 
April  8,  1947  to  July  23,  1947 


Pages 

Inclusive 

3160-3249 

3250-3333 

3334-3407 

3408-3552 

3553-3681 


3682-3686 


3687-3696 


3697-3721 
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Page 

Item  Volume  Inclusive 

3.  Commission’s  Exhibits  A1  to 
A60  inclusive 

a.  Exhibits  A1  to  A7-B  inclu¬ 


sive  .  VI  3722-4412 

b.  Exhibits  A7-C  to  A7-E  inclu¬ 
sive  .  VH  4413-5334 

c.  Exhibits  A8  to  A12-B  inclu¬ 
sive  .  Vni  5335-5881 

d.  Exhibits  A12-C  to  A49  inclu¬ 
sive  and  A52  to  A55  inclusive  IX  5882-6383 

e.  Exhibits  A56  to  A60  inclu¬ 
sive  .  X  6384-7440 


4.  Commission’s  Exhibits  incorpo¬ 
rated  by  reference  to  which  no 
exhibit  numbers  were  assigned. 

a.  1946  U-5-S  Statement  of  Phil¬ 
adelphia  Company,  File  No. 

30-156.  Tr.  pp.  2651-2,  2659-61  XI  7441-7622 

b.  1946  U-5-S  Statement  of 
Standard  Gas  and  Electric 
Company,  File  No.  30-140.  Tr. 


pp.  2651-2,  2659-61 .  7624-7838 

c.  1946  U-5-S  Statement  of 
Standard  Power  and  Light 
Corporation,  File  No.  30-152. 

Tr.  pp.  2651-2,  2659-61 .  7839-7869 

d.  Exhibit  I-A-A-2  ( Power  Con¬ 
tract  between  Duquesne  and 
Pittsburgh  Railways ) ,  File 

No.  2-4764.  Tr.  pp.  3418-19....  7870-7909 

e.  1940  U-5-S  Statement  of  Phil¬ 
adelphia  Company,  File  No.  7910-8141 

30-156.  Tr.  pp.  3509-10 .  XII  8142-8487 


I 


I 
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I 

Pages  ! 

Item  Volume  Inclusive 

4.  (Cont’d) 

►  f.  1940  U-5-S  Statement  of 

Standard  Gas  and  Electric 
Company,  File  No.  30-140.  Tr.  8488-8758 

p.  3510  .  Xm  8759-90201 

j 

5.  Philadelphia  Company  Exhibits 

\  a.  Exhibits  1  to  20  inclusive....  XIII  9021-9570 

b.  Exhibits  21-53  .  XIV  9571-10137 

c.  Exhibits  54-65-1  .  XV  10138-10553 

d.  Exhibits  65-2-71,  73*,  75 *-86, 

88-90**  .  XVI  10554-11056 

e.  Exhibits  91-111  .  XVII  11057-11114 

,  I 

j 

6.  Philadelphia  Company  Exhibits 
incorporated  by  reference  to 
which  no  exhibit  numbers  were 
assigned. 

i  a.  Commission’s  findings,  opin¬ 

ion  and  order,  reported  at  6 
S.E.C.  752.  Tr.  pp.  302-3 .  XVH  11115-11137| 

b.  Commission’s  findings,  opin¬ 
ion  and  order,  reported  at  9 

,  S.E.C.  532.  Tr.  pp.  303-4 .  11138-11159 

c.  Commission’s  findings,  opin¬ 

ion  and  order,  entered  on  No¬ 
vember  18,  1944,  Holding  ! 

Company  Act  Release  No. 

5430.  Tr.  p.  304 .  11160-11240 

—  i 

*  Exhibits  73  and  75  represent  substitute  Exhibits  for  Ex¬ 
hibits  72  and  74  respectively  after  certain  adjustment.  Ex-  j 
hibits  72  and  74  were  marked  for  identification  only. 

I 

**  Exhibit  87  marked  for  identification  only  omitted. 
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Pages 

Item  Volume  Inclusive 

6.  ( Cont’d ) 

d.  Registration  statement  of 

Duquesne  Light  Company  11241-11642 

filed  with  Commission  on  XV ill  11643-12230 
June  28, 1935,  File  No.  2-1507  XIX  12231-12870 

7.  Standard  Gas  and  Electric 
Company  Exhibits. 

Exhibits  1  to  3  inclusive .  XX  12871-12895 

8.  Pittsburgh  &  Birmingham  Trac¬ 
tion  Company  Exhibits. 

Exhibits  1  to  6  inclusive* .  XX  12896-13054 

9.  Suburban  Rapid  Transit  Com¬ 
pany  Exhibits. 

Exhibits  1  to  3  inclusive**....  XX  13055-13119 

10.  Monongahela  Street  Railway 
Company  Exhibits. 

Exhibits  1  to  6  inclusive .  XX  13120-13315 

11.  Olesnicki-Reily  Common  Stock¬ 
holders  Protective  Committee 
Exhibits. 

Exhibits  1  to  5  inclusive .  XX  13316-13322 

II.  DOCUMENTS  IN  THE  NATURE  OF  PLEADINGS 
AND  PROCEDURAL  RULINGS  THEREON. 

1.  Reference  is  here  made  to  origi¬ 
nal  notice  and  order  for  hearing 
dated  December  5,  1946,  which 
document  is  included  above  as 
Commission  Exhibit  A1 .  XXI  13323 

*For  Exhibit  6  reference  is  made  to  Item  14  under  II 
below. 

**For  Exhibit  1  reference  is  made  to  Item  15  under  II 
below. 


I 

I 
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j 

Pages 

Item  Volume  Inclusive  j 

2.  Petition  of  Philadelphia  Com¬ 

pany  et  al.,  filed  with  this  Com¬ 
mission  January  2,  1947  for  ex¬ 
tension  of  time  for  filing  an-  I 

swers  and  for  extension  of  time  ! 

for  hearing  .  XXI  13324-13332 

j 

3.  Petition  of  Standard  Gas  and 
Electric  Company  filed  with 
Commission  January  2,  1947 

for  extension  of  time  for  filing  j 

answer  and  for  extension  of  j 

time  for  hearing .  XXI  13333-13339 

i 

i 

4.  Reference  is  here  made  to  or¬ 
der  of  Commission  postponing 
hearing  set  for  January  21, 

1947  and  extending  time  for 
filing  answers  to  February  10, 

1947,  which  order  is  included  | 

above  as  Commission  Exhibit  ! 

A3  .  XXI  13340  ! 

i 

j 

5.  Appearance  and  application  for 

leave  to  intervene  filed  with 
Commission  January  9,  1947  by 
Walsh  and  Levine,  attorneys 
for  Citizens  Traction  Company 
Stockholders  Reorganization  j 

Committee  .  XXI  13341-13345 

*  i 

6.  Notice  of  appearance  filed  with  j 

Commission  January  9,  1947  by 

Nathaniel  K.  Beck  as  attorney 
for  the  County  of  Allegheny, 

Pennsylvania  .  XXI  13346 
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Item  Volume 

7.  Commission  minute  memoran¬ 
dum  dated  February  7,  1947 
granting  request  of  Standard 
Gas  and  Electric  Company  and 
Standard  Power  and  Light  Cor¬ 
poration  for  extension  to  Feb¬ 
ruary  17,  1947  of  time  for  filing 
their  answers  .  XXI 


8.  Telegram  dated  February  6, 

1947  from  Standard  Gas  and 
Electric  Company  addressed  to 
and  received  by  Commission 
February  7,  1947  requesting  an 
extension  of  time  to  February 
17,  1947  for  filing  answer  of 
Standard  Gas  and  Electric 
Company  .  XXI 


9.  Telegram  dated  February  7, 

1947  from  this  Commission  ad¬ 
dressed  to  Standard  Gas  and 
Electric  Company  and  Mr.  Mur¬ 
ray  Taylor,  advising  extension 
has  been  granted  to  February 
17,  1947  of  time  for  filing  an¬ 
swers  by  Standard  Gas  and 
Electric  and  by  Standard  Power 
and  Light  Corporation  .  XXI 


10.  Answer  of  Standard  Power  and 
Light  Corporation  filed  with 
Commission  February  10,  1947 
to  notice  and  order  dated  De¬ 
cember  5,  1946  . 


Pages 

Inclusive 
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I 

11.  Joint  and  several  answer  of  j 

Philadelphia  Company  et  al.,  to 
notices  and  orders  dated  De-  ; 

cember  5,  1946,  and  plan  of 
Philadelphia  Company  et  al., 
pursuant  to  Section  11(e)  of  j 

the  Public  Utility  Holding  Com¬ 
pany  Act  of  1935,  filed  with 
Commission  February  10,  1947  XXI  13355-13434 


12.  Amendment  No.  1  filed  with 
Commission  September  15, 1947 
by  Philadelphia  Company  et  al., 
to  plan  of  Philadelphia  Com¬ 
pany  et  al.,  pursuant  to  Section 
11(e)  of  the  Public  Utility 
Holding  Company  Act  of  1935  XXI 


13435-13458 


13.  Answer  of  Standard  Gas  and 
Electric  Company  to  notices 
and  orders  dated  December  5, 

1946  filed  with  Commission 
February  17,  1947 .  XXI 


14.  Letter  dated  February  19,  1947 
from  Moorhead  &  Knox  ad¬ 
dressed  to  and  received  by 
Commission  requesting  that 
Monongahela  Street  Railway 
Company  and  Pittsburgh  and 
Birmingham  Traction  Company 
be  granted  leave  to  be  heard  in 
the  proceedings  . 


13459-13524 

i 

i 

i 

j 

i 


13525-13526 


I 


15.  Letter  dated  February  20,  1947 
from  Richard  W.  Ahlers  ad¬ 
dressed  to  and  received  by 


XXI 
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15.  (Cont’d) 

Commission  February  21,  1947 
requesting  that  The  Suburban 
Rapid  Transit  Street  Railway 
Company  be  granted  leave  to 
be  heard .  XXI 

16.  Letter  dated  February  21,  1947 
from  Guggenheimer  and  Unter- 
myer  addressed  to  and  received 
by  Commission  February  24, 

1947  requesting  the  right  to 
participate  and  be  heard  in  the 
proceedings  on  behalf  of  Chris¬ 
tian  A.  Johnson  and  Kent  Coch¬ 
ran,  directors  and  stockholders 
of  Standard  Gas  and  Electric 


Company  .  XXI 

17.  Memorandum  and  opinion  and 
order  of  Commission  dated  Feb¬ 
ruary  28,  1947  .  XXI 


18.  Praecipe  for  appearance,  filed 
with  this  Commission  March  5, 

1947  by  Anne  X.  Alpern,  city 
solicitor  and  John  M.  Marshall, 
assistant  city  solicitor,  in  be¬ 
half  of  the  City  of  Pittsburgh, 
Pennsylvania  .  XXI 

19.  Application  of  Roman  Olesnicki, 
Frederick  Peirce,  Jr.,  and  Wil¬ 
liam  A.  McCormack,  Jr.,  filed 
with  Commission  April  3,  1947 
for  leave  to  participate  and  be 
heard,  as  Protective  Commit- 


Pages 

Inclusive 

13527 

13528 

13529-13534 

13535 
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19.  (Cont’d) 

tee  of  Public  Holders  of  No  Par 

i 

Value  Common  Stock  of  Phila¬ 
delphia  Company .  XXI  13536-13547 

i 

20.  Motions  of  Philadelphia  Com¬ 

pany  et  al.,  filed  with  Commis¬ 
sion  April  7, 1947  to  strike  from 
the  record  all  appearances  and 
evidence  of  intervenors,  and 
that  intervenors  be  denied  priv¬ 
ilege  of  being  heard  or  inter-  j 

vening,  pages  1  and  2 .  XXI  13548-13549 

i 

21.  Petition  and  motion  of  Phila¬ 

delphia  Company  et  al.,  filed 
with  Commission  April  7,  1947, 
for  hearings  on  Section  11(e) 
plan,  for  consolidation  of  hear¬ 
ings  with  hearings  under  Sec¬ 
tion  11(b);  and  for  deferring  j 

any  Section  11(b)  order  until 

disposition  of  the  Section  11(e) 

plan,  pages  1  to  24 .  XXI  13550-13572 

i 

22.  Telegram  dated  April  11,  1947 
from  Guggenheimer  &  Unter- 
myer  addressed  to  and  received 
by  Commission  April  11,  1947 

requesting  extension  of  time  to  j 

file  answering  brief  to  motion 
of  Philadelphia  Company  filed  ! 

April  7,  1947 .  XXI  13603* 

_  i 

*Numbers  13573  to  13602 ;  inclusive  not  used  for  pagi¬ 
nation.  | 

i 

i 

l 

i 
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23.  Commission  minute  memoran¬ 
dum  dated  April  14,  1947  au¬ 
thorizing  extension  to  April  18, 

1947  of  time  for  filing  of  reply 
briefs  in  respect  of  motion  of 
counsel  for  Philadelphia  Com¬ 
pany  to  strike  appearances  of 
certain  intervenors  .  XXI 

24.  Statement  of  Suburban  Rapid 
Transit  Street  Railway  Com¬ 
pany  filed  with  Commission 
April  14,  1947  in  answer  to  mo¬ 
tions  of  Philadelphia  Company 
et  al.,  to  strike  from  the  record 
all  appearances  and  evidence  of 
intervenors  and  that  inter¬ 
venors  be  denied  the  privilege 

of  being  heard  or  intervening....  XXI 

25.  Telegram  from  James  E.  Riely 
addressed  to  and  received  by 
Commission  April  18,  1947  re¬ 
questing  proceedings  be  held 
open  pending  filing  on  April  21, 

1947  of  his  answer  on  behalf  of 
common  stockholders  of  Phila¬ 
delphia  Company  to  motion  to 
strike  filed  by  Philadelphia 
Company  .  XXI 

26.  Answer  of  Protective  Commit¬ 
tee  of  Public  Holders  of  No  Par 
Value  Common  Stock  of  Phila¬ 
delphia  Company  filed  with 
Commission  April  21,  1947  to 


Pages 

Inclusive 


13604 


13605-13607 


13608 
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26.  (Cont’d) 

motions  of  Philadelphia  Com¬ 
pany  et  al.,  to  strike  from  the 
record  all  appearances  and  evi¬ 
dence  of  intervenors,  and  that 
intervenors  be  denied  privilege 
of  being  heard  or  intervening....  XXI  13609-1361 3 

27.  Commission  minute  memoran-  ! 

dum  dated  April  21,  1947  au¬ 
thorizing  acceptance  of  Answer 

filed  this  date  by  James  E. 

Riely,  representing  Protective  j 

Committee  of  Public  Holders  of  i 

No  Par  Value  Common  Stock  of  ! 

Philadelphia  Company,  to  mo-  I 

tions  of  company  counsel  to 
strike  from  record  all  appear¬ 
ances  and  evidence  of  inter¬ 
venors  .  XXI  13614  j 

i 

28.  Letter  dated  April  30,  1947 
from  Harold  E.  Kohn,  Murdoch, 

Paxson,  Kalish  &  Dilworth,  ad¬ 
dressed  to  and  received  by  Com¬ 
mission  May  1,  1947  requesting 
the  right  to  participate  and  be 
heard  in  proceedings  on  behalf 
of  Mrs.  Ruth  Austin  and  Mr. 

Richard  L.  Levy,  preferred  j 

stockholders  of  Philadelphia 

Company  .  XXI  13615  j 

i 

29.  Supplemental  statement  of  Sub-  j 

urban  Rapid  Transit  Street 

Railway  Company  filed  with  j 

Commission  May  2,  1947  in  an- 

I 

I 

i 

I 

i 


i 
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29.  (Cont’d) 

swer  to  motions  of  Philadelphia 
Company  et  al.,  to  strike  from 
the  record  all  appearances  and 
evidence  of  intervenors  and 
that  intervenors  be  denied  the 
privilege  of  being  heard  or  in¬ 
tervening  .  XXI  13616-13617 

30.  Memorandum,  Opinion  and  Or¬ 
der,  dated  May  6, 1947,  re  Phil¬ 
adelphia  Company  petition  and 
motion  filed  April  7,  1947,  20 

and  21  above .  XXI  13618-13624 

31.  Application  of  Roderick  G.  Kel- 
lett,  George  F.  Tyler,  Jr.  and 
Robert  S.  Ingersoll,  Jr.,  filed 
with  Commission  May  12,  1947 
for  leave  to  participate  and  be 
heard  as  Philadelphia  Company 
Common  Stockholders  Protec- 

tective  Committee  .  XXI  13625-13630 

32.  Commission  minute  memoran¬ 

dum  dated  May  14, 1947  revers¬ 
ing  ruling  of  Trial  Examiner 
sustaining  an  objection  of  coun¬ 
sel  to  Public  Utilities  Division 
to  opinion  testimony  of  re¬ 
spondent’s  witness,  Paul  Coff¬ 
man,  as  to  losses  of  economies 
which  respondents  contend  will 
result  from  independent  opera¬ 
tion  of  its  properties .  XXI  13631 
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33.  Statement  of  interest  of  Ruth 
P.  Austin,  Richard  L.  Levy,  and 
Joseph  C.  Henry,  Trustee,  hold¬ 
ers  of  Philadelphia  Company 

6%  cumulative  preferred  stock,  i 

par  value  $50.00,  intervenors, 

filed  with  this  Commission  May 

15,  1947  in  compliance  with  j 

Rule  XVH  of  the  Rules  of  Prac-  j 

tice  of  the  Securities  and  Ex-  j 

change  Commission .  XXI  13632-13635 

j 

34.  Commission  minute  memoran-  j 

dum  dated  May  16,  1947  with 

reference  to  further  action  j 

taken  by  Commission  with  re¬ 
spect  to  objections  of  counsel 
for  the  Public  Utilities  Division 
to  testimony  of  Paul  Coffman,  i 

respondents’  witness .  XXI  13636 

| 

35.  Commission  minute  memoran¬ 
dum  dated  May  16,  1947  grant¬ 
ing  request  of  counsel  for  Phil¬ 
adelphia  Company  that  hearing 
be  recessed  from  conclusion  of 
hearing  May  19  to  morning  of 

May  22,  1947 .  XXI  13637 

36.  Application  of  Victor  F.  She- 

ronas,  A.  Robert  Bast,  and  John 
Hyland  Dilks  filed  with  Com¬ 
mission  June  11,  1947  for  leave 
to  participate  and  be  heard  as 
Philadelphia  Company  6%  Cu¬ 
mulative  Preferred  Stockhold¬ 
ers  Protective  Committee .  XXI  13638-13639 

i 

i 
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37.  Letter  dated  July  10, 1947  from 
H.  E.  Hackney,  counsel  for 
Philadelphia  Company  et  al.,  re¬ 
spondents,  addressed  to  and  re¬ 
ceived  by  Commission  July  10, 

1947  requesting  that  a  docu¬ 
ment  known  as  the  Wasson  Re¬ 
port  which  respondents  filed 
with  Commission  on  May  15, 

1940  be  released  from  confiden¬ 
tial  files  that  it  may  be  intro¬ 
duced  in  evidence .  XXI 

38.  Commission  minute  memoran¬ 

dum  dated  July  22,  1947  grant¬ 
ing  request  of  counsel  for  Phil¬ 
adelphia  Company  that  there  be 
made  public  for  use  in  the  pro¬ 
ceedings  a  so-called  “Wasson 
Report”  filed  by  Philadelphia 
Company  on  May  15,  1940 .  XXI 

39.  Amendment  filed  with  Commis¬ 

sion  (not  dated)  to  application 
of  Victor  F.  Sheronas,  A.  Rob¬ 
ert  Bast,  and  John  Hyland 
Dilks,  for  leave  to  participate 
and  be  heard  as  Philadelphia 
Company  6%  Cumulative  Pre¬ 
ferred  Stockholders  Protective 
Committee .  XXI 

40.  Telegram  dated  July  28,  1947 
from  City  of  Pittsburgh,  by 
John  M.  Marshall,  Asst.  City 
Solicitor,  addressed  to  and  re- 


Pages 

Inclusive 


13640-13641 


13642 


13643-13645 


i 

i 

i 

i 
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40.  ( Cont’d )  I 

ceived  by  Commission  July  28, 

1947,  agreeing  that  trial  exam-  j 

iner  shall  not  be  required  to 

file  a  report,  and  moving  that 

all  parties  be  given  45  days  to 

file  briefs .  XXI  13646  I 

j 

I 

41.  Commission  minute  memoran¬ 
dum  dated  July  31,  1947  direct-  ! 

ing  simultaneous  filing  of  main  i 

briefs  by  all  parties  by  Septem¬ 
ber  16,  1947  and  simultaneous 

filing  of  reply  briefs  by  Septem-  j 

ber  30,  1947 .  XXI  13647 

j 

42.  Motion  filed  with  Commission  j 

July  31,  1947  by  Philadelphia 

Company  et  al.,  for  time  within 
which  to  file  brief  and  proposed 
findings  .  XXI  13648-13652 

i 

43.  Motion  filed  with  this  Commis¬ 
sion  August  4,  1947  by  Stand-  i 

ard  Gas  and  Electric  Company 

for  time  within  which  to  file  its 

brief  and  proposed  findings .  XXI  13653-13653t) 

i 

44.  Memorandum  opinion  and  order  i 

of  Commission  dated  August  5, 

1947  .  XXI  13654-13656  j 

j 

45.  Petitions  and  Motions  of  Phila¬ 
delphia  Company  et  al.,  filed 
with  Commission  August  12, 

1947,  pages  1  to  6 .  XXI  13657-13662  j 


I 
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46.  Order  of  Commission  dated  Au¬ 
gust  14,  1947  denying  motion....  XXI  13663-13663A 

47.  Statement  of  Philadelphia  Com¬ 
pany  6%  Cumulative  Preferred 
Stockholders  Protective  Com¬ 
mittee  re  petition  and  motions 
of  Philadelphia  Company  re¬ 
ceived  by  Commission  August 

18,  1947 .  XXI  13664-13666 

48.  Statement  of  positions  of  Phil¬ 
adelphia  Company  Common 
Stockholders  Protective  Com¬ 
mittee  re  petitions  and  mo¬ 
tions  of  Philadelphia  Company 
received  by  Commission  August 

19,  1947  .  XXI  13667-13669 

49.  Commission  minute  memoran¬ 
dum  dated  August  25,  1947 .  XXI  13670 

50.  Statement  and  Exceptions  of 

Philadelphia  Company  6%  Cu¬ 
mulative  Preferred  Stockhold¬ 
ers  Protective  Committee  to 
Commission’s  Order  of  August 
14,  1947,  etc.,  received  by  Com¬ 
mission  September  5,  1947 .  XXI  13671-13673 

51.  Statement  of  Position  of  Coch¬ 

ran  and  Johnson  dated  Septem¬ 
ber  15,  1947 .  XXI  13674-13676 

52.  Proposed  Findings  of  Fact  sub¬ 
mitted  September  16,  1947  by 
Philadelphia  Company  6%  Cu- 
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52.  (Cont’d) 

mulative  Preferred  Stockhold¬ 
ers  Protective  Committee, 
pages  3  to  24  inclusive .  XXI 

53.  Proposed  findings  submitted  to 

Commission  September  16, 1947 
by  Roderick  G.  Kellett,  et  al.,  as 
Philadelphia  Company  Common 
Stockholders  Protective  Com¬ 
mittee  .  XXI 

54.  Findings  of  Fact  requested  by 
Standard  Gas  and  Electric 
Company  filed  September  16, 

1947  .  XXL 

55.  Proposed  Findings  of  Fact  filed 
with  Commission  by  Division  of 
Public  Utilities  September.  16, 

1947,  pages  4  to  39  inclusive....  XXI 

56.  Findings  of  Fact  requested  by 

Philadelphia  Company,  et  al., 
filed  with  Commission  Septem¬ 
ber  16,  1947 .  XXH 

57.  Supplemental  Findings  of  Fact 
requested  by  Philadelphia  Com¬ 
pany,  et  al.,  filed  with  Commis¬ 
sion  September  30,  1947,  pages 

101  to  104  inclusive .  XXII 

58.  Supplemental  Findings  of  Fact 
requested  by  Standard  Gas  and 
Electric  Company  filed  with 
Commission  September  30, 

1947,  pages  101  to  104  inclusive  XXH 
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13704-13843 


13844-13878 


13879-14018 
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59.  Motion  of  Philadelphia  Com¬ 
pany,  et  al.,  filed  with  Commis¬ 
sion  September  16,  1947  to  dis¬ 
miss  Section  11(b)  proceedings  XXII 

60.  Renewal  of  motion  of  Philadel¬ 
phia  Company,  et  al.,  filed  with 
Commission  September  16, 

1947,  for  deferring  any  Section 
11(b)  order  until  disposition  of 

the  Section  11(e)  plan .  XXII 

61.  Telegram  dated  June  4,  1948 

from  A.  Louis  Flynn  addressed 
to  and  received  by  Commission 
June  4,  1948  requesting  ten  day 
extension  of  time  to  file  petition 
for  rehearing  and  leave  to  ad¬ 
duce  additional  evidence .  XXII 

62.  Telegram  dated  June  4,  1948 

from  Philadelphia  Company,  et 
al.,  by  Philip  A.  Fleger  request¬ 
ing  ten  day  extension  of  time 
for  filing  petition  for  rehearing 
and  leave  to  adduce  additional 
evidence  .  XXII 

63.  Telegram  dated  June  4,  1948 

from  Commission  addressed  to 
Philip  A.  Fleger,  Esq.  advising 
Commission  has  granted  ten 
day  extension  for  filing  rehear¬ 
ing  petition  .  XXH 

64.  Telegram  dated  June  4,  1948 
from  this  Commission  ad- 


Pages 

Inclusive 


14027-14030 


14031-14035 


14036 


14037 


14038 
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64.  ( Cont’d ) 

dressed  to  A.  Louis  Flynn  ad¬ 
vising  Commission  has  granted 
ten  day  extension  for  filing  re¬ 
hearing  petition  .  XXII  14039  ' 

65.  Commission  minute  memoran¬ 
dum  dated  June  4,  1948  refer¬ 
ring  to  findings  and  opinion  and 

order  dated  June  1,  1948  and  ■ 

extending  for  period  of  ten  days 

time  for  filing  a  petition  for 

rehearing  and  leave  to  adduce 

additional  evidence  .  XXXI  14040  ! 

66.  Petition  of  Standard  Gas  and 
Electric  Company  filed  with 
Commission  June  17,  1948  for 
rehearing  on  order  dated  June 
1,  1948,  and  for  leave  to  adduce 
additional  evidence  and  motion 

for  stay  .  XXII  14041-14044 

i 

67.  Petition  filed  with  this  Commis¬ 
sion  June  17,  1948  by  Philadel¬ 
phia  Company,  for  rehearing  on 

order  dated  June  1,  1948,  for  i 

leave  to  adduce  additional  evi¬ 
dence,  and  for  stay .  XXII  14045-14082 

i 

68.  Telegram  dated  June  30,  1948 
from  Commission  addressed  to 
Philip  A.  Fleger,  Esq.,  H.  East¬ 
man  Hackney,  Esq.  and  A. 

Louis  Flynn,  Esq.  advising 
Commission  has  denied  peti¬ 
tions  of  Philadelphia  Company 
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64.  ( Cont’d ) 

and  subsidiaries  and  of  Stand¬ 
ard  Gas  for  rehearing,  leave  to 
adduce  additional  evidence  and 
motions  for  stay .  XXH  14083-14084 

The  Commission  also  certifies  the  orders  complained 
of  and  the  findings  and  opinions  of  the  Commission  upon 
which  these  orders  were  based,  contained  in  pages  14085 
to  14163  attached  hereto,  as  follows : 

m.  ORDERS,  FINDINGS  AND  OPINIONS 

1.  Findings  and  opinion  and  order 
of  Commission  dated  June  1, 

1948  requiring  disposition  of  in¬ 
terests  in  certain  properties 
and  dissolution  of  registered 

holding  company  .  XXII  14085-14157 

2.  Order  of  Commission  dated 
June  8, 1948  correcting  findings 
and  opinion  of  the  Commission 
published  as  Holding  Company 

Act  Release  No.  8242 .  XXH  14158 

3.  Memorandum  opinion  and  or¬ 
der  of  Commission  dated  June 
30,  1948  denying  petition  for 

rehearing .  XXH  14159-14163 

The  following  documents,  which  were  before  the 
Commission  in  considering  the  order  entered  herein,  are 
omitted  from  this  Certificate  of  Transcript  of  Record 
in  deference  to  the  views  of  this  Court  as  expressed  in 
Norris  &  Hirshberg ,  Inc.  v.  S.E.C.,  .  App.  D.C . . 
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163  F.  2d  689  ( 1947 ) ,  but  will  be  certified  by  the  Com-j 
mission  should  this  Court  rule  at  any  time  in  the  course 
of  the  proceeding  that  such  documents  are  material  to 
this  review  proceeding  and  may  be  certified  by  the  Com¬ 
mission  : 

IV.  OMITTED  ITEMS  | 

Item 

1.  Brief  in  support  of  motions  of  Philadelphia  Com-! 
pany  et  al.,  received  by  Commission  April  7,  1947,! 
pages  3  to  11  inclusive  of  Item  20  under  II  above.! 

2.  Brief  in  support  of  Petitions  and  Motion  of  Phila-' 
delphia  Company  et  al.,  received  by  Commission 
April  7,  1947  for  hearing  on  Sections  11(e)  plan! 
etc.,  pages  25  to  41  inclusive  of  Item  21  under  II 
above. 

3.  Answering  brief  of  Monongahela  Street  Railway 
Company  and  Pittsburgh  and  Birmingham  Traction; 
Company  filed  with  Commission  April  14,  1947  to 
brief  of  Philadelphia  Company  et  al.,  in  support  of 
motions  of  Philadelphia  Company  et  al.,  to  strike; 
from  the  record  all  appearances  and  evidence  of! 
intervenors,  and  that  intervenors  be  denied  privi-i 
lege  of  being  heard  or  intervening. 

4.  Answering  brief  filed  with  Commission  April  14,! 
1947  on  behalf  of  the  Public  Utilities  Division  to! 
“Petition  and  motion  of  Philadelphia  Company  et  al. ! 
for  hearings  on  Section  11(e)  plan;  for  consolida- ! 
tion  of  hearings  with  hearings  under  Section  11(b);! 
and  for  deferring  any  Section  11(b)  order  until! 
disposition  of  the  Section  11(e)  plan.” 

5.  Memorandum  filed  with  Commission  April  18,  1947 ! 
on  behalf  of  Christian  A.  Johnson  and  Kent  Coch-  j 
ran,  in  opposition  to  motions  of  Philadelphia  Com-  j 
pany  et  al.  to  strike  from  the  records  their  appear- ; 
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Item 

5.  ( Cont’d ) 

ances,  and  to  deny  them  the  privilege  of  being 
heard  or  intervening. 

6.  Answering  brief  of  the  Public  Utilities  Division 
filed  with  Commission  April  18, 1947  to  the  “Motions 
of  Philadelphia  Company  et  al.,  to  strike  from  the 
record  all  appearances  and  evidence  of  intervenors, 
and  that  intervenors  be  denied  privilege  of  being 
heard  or  intervening/’ 

7.  Brief  in  Support  of  Petition  and  Motion  of  Philadel¬ 
phia  Company  et  al.  to  vacate  order  of  August  5, 
1947  etc.  received  by  Commission  August  12,  1947, 
pages  7  to  10  inclusive  of  Item  45  under  II  above. 

8.  Brief  filed  with  Commission  (dated  September  16, 
1947)  on  behalf  of  Roman  Olesnicki,  Frederick 
Peirce,  Jr.,  and  William  A.  McCormack,  Jr.,  Pro¬ 
tective  Committee  of  Public  Holders  of  No  Par 
Value  Common  Stock  of  Philadelphia  Company. 

9.  Telegram  dated  September  10,  1947  from  Reed, 
Smith,  Shaw  &  McClay  addressed  to  and  received 
by  Commission  September  10,  1947  requesting  on 
behalf  of  respondents  Philadelphia  Company  et  al., 
for  permission  to  file  brief  exceeding  60  pages  in 
length. 

10.  Commission  minute  memorandum  dated  September 
11,  1947  authorizing  filing  of  briefs  exceeding  sixty 
pages  in  length  upon  request  of  counsel  for  Phila¬ 
delphia  Company  and  counsel  for  Public  Utilities 
Division. 

11.  Brief  filed  with  Commission  September  16,  1947  on 
behalf  of  Roderick  G.  Kellett,  George  F.  Tyler,  Jr. 
and  Robert  S.  Ingersoll,  Jr.  consisting  of  Philadel¬ 
phia  Company  Common  Stockholders’  Protective 
Committee. 
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12.  Brief  and  Appendix  filed  with  Commission  Septem¬ 
ber  16,  1947  on  behalf  of  Standard  Gas  and  Electric 
Company,  respondent. 

i 

13.  Brief  for  Division  of  Public  Utilities  filed  with  Com¬ 
mission  September  16,  1947,  pages  1  to  4,  39  to  end, 
Item  55  under  II  above. 

| 

14.  Brief  and  Appendix  filed  with  Commission  Septem¬ 

ber  16,  1947  on  behalf  of  Philadelphia  Company 
et  al.  | 

i 

15.  Brief  filed  with  Commission  September  16,  1947  by 
Philadelphia  Company  6%  Cumulative  Preferred 
Stockholders  Protective  Committee,  pages  1  to  3, 
24  to  end,  Item  52  under  II  above. 

16.  Transcripts  Oral  Arguments  before  Commission 

a.  Transcript  Oral  Argument  May  16,  1947,  pages 
1  to  12. 

b.  Transcript  Oral  Argument  July  8,  1947,  pages  1 
to  36. 

i 

c.  Transcript  Oral  Argument  October  9,  1947,  pages 
1  to  128. 


17.  Commission  minute  memorandum  dated  September 
19,  1947  scheduling  oral  argument  for  October  9, 
1947. 

18.  Motion  of  Philadelphia  Company  et  al.,  filed  with 
Commission  September  23,  1947,  to  strike  portions 
of  brief  of  counsel  for  the  Public  Utilities  Division;. 

19.  Reply  brief  filed  with  Commission  September  3(X 
1947  by  Philadelphia  Company  6%  Cumulative  Pre¬ 
ferred  Stockholders  Protective  Committee. 

20.  Reply  brief  filed  with  this  Commission  September 
30,  1947  on  behalf  of  Roderick  G.  Kellett,  George  F' 

I 

i 

i 


i 

! 

i 

i 
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20.  (Cont’d) 

Tyler,  Jr.,  and  Robert  S.  Ingersoll,  Jr.,  consisting 
of  Philadelphia  Company  Common  Stockholders’ 
Protective  Committee. 

21.  Reply  brief  on  behalf  of  Philadelphia  Company  et 
al.,  pages  1  to  100  inclusive,  Item  57  under  II  above. 

22.  Reply  brief  on  behalf  of  Standard  Gas  and  Electric 
Company  filed  with  Commission  September  30, 1947, 
pages  1  to  100  inclusive,  Item  58  under  II  above. 

23.  Reply  brief  of  counsel  for  the  Public  Utilities  Divi¬ 
sion  filed  with  Commission  September  30,  1947. 

24.  Reply  brief  filed  with  Commission  September  30, 
1947  on  behalf  of  Roman  Olesnicki,  Frederick 
Peirce,  Jr.,  and  William  A.  McCormack,  Jr.,  Pro¬ 
tective  Committee  of  Public  Holders  of  No  Par 
Value  Common  Stock  of  Philadelphia  Company. 

25.  Letter  dated  October  8,  1947  from  Flynn,  Clerkin  & 
Hansen  by  Helmer  Hansen  addressed  to  and  re¬ 
ceived  by  Commission  October  9,  1947  referring  to 
foot-note  in  reply  brief  dated  September  30,  1947 
by  counsel  for  Public  Utilities  Division  of  the  Com¬ 
mission,  which  foot-note  questioned  fact  that  coun¬ 
sel  for  Standard  Gas  filed  separate  brief  and  sepa¬ 
rate  requested  findings  of  fact  which  were  identical 
with  those  filed  by  Philadelphia  Company  whose 
counsel  were  same,  and  questioning  appearance  of 
A.  Louis  Flynn  and  Helmer  Hansen  on  behalf  of 
Standard  Gas  without  apparent  authority.  Request 
letter  be  made  part  of  record  of  action. 

26.  Commission  minute  memorandum  dated  October  9, 
1947  stating  Commission  heard  oral  argument  on 
issues  raised  in  consolidated  proceedings;  argu¬ 
ment  concluded  at  3:30  p.  m.  and  matter  taken  un¬ 
der  advisement  by  Commission. 
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27.  Letter  dated  October  11,  1947  from  Reed,  Smith, 

I 

Shaw  &  McClay  addressed  to  and  received  by  Com¬ 
mission  October  13,  1947  requesting  certain  correc¬ 
tions  be  made  in  transcript  of  oral  argument  held 
October  9,  1947. 


28.  Commission  minute  memorandum  dated  October  16, 
1947  directing  the  filing  as  part  of  record  of  letter 
dated  October  8,  1947  from  Helmer  Hansen  of 
Flynn,  Clerkin  &  Hansen. 

29.  Telegram  dated  June  10, 1948  from  this  Commission 
addressed  to  Reed,  Smith,  Shaw  &  McClay  advising 
time  for  filing  rehearing  petition  expires  June  27. 

i 

! 

By  the  Commission.  j 

i 

Orval  L.  DuBois,  j 
Secretary. 


September  3,  1948. 


I 


i 


i 


i 

i 

i 


i 


i 


i 


i 

i 

i 

i 

I 

| 

i 

! 
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! 

i 


i 


i 


30a  Notices  and  Orders  of  December  5 , 19^6. 


[Transcript  pages  3722-3750] 

UNITED  STATES  OF  AMERICA 
BEFORE  THE 

SECURITIES  AND  EXCHANGE  COMMISSION 

At  a  regular  session  of  the  Securities  and  Exchange 
Commission,  held  at  its  office  in  the  City  of  Philadelphia, 
Pa.,  on  the  5th  day  of  December,  1946. 


In  the  Matter  of 


PHILADELPHIA  COMPANY 
AND  CERTAIN  OF  ITS 


SUBSIDIARY  COMPANIES 
and 

STANDARD  POWER  AND 
LIGHT  CORPORATION 
and 

STANDARD  GAS  AND 
ELECTRIC  COMPANY, 

Respondents 

File  No.  59-88 

STANDARD  POWER  AND 
LIGHT  CORPORATION, 
STANDARD  GAS  AND 
ELECTRIC  COMPANY 
AND  SUBSIDIARY 
COMPANIES  THEREOF, 

Respondents 

File  No.  59-9 

( Public  Utility  Holding  Company 
Act  of  1935) 


NOTICE  OF  AND 
ORDER 
INSTITUTING 
PROCEEDINGS 
AND  DIRECTING 
HEARING 
PURSUANT  TO 
SECTION  11(b)(2) 
OF  THE  PUBLIC 
UTILITY  HOLDING 
COMPANY  ACT  OF 
1935;  NOTICE  OF 
AND  ORDER 
RECONVENING 
HEARING 
PURSUANT  TO 
SECTION  11(b)(1) 
THEREOF;  AND 
ORDER  FOR 
CONSOLIDATION 


The  Commission  having  examined,  pursuant  to  Sec¬ 
tions  11(a),  18(a),  and  18(b)  of  the  Public  Utility 
Holding  Company  Act  of  1935  (hereinafter  sometimes 
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referred  to  as  the  “Act”),  the  corporate  structure  of 
Philadelphia  Company,  a  registered  holding  company,; 
the  corporate  structure  of  the  several  subsidiaries  of 
Philadelphia  Company,  and  of  Standard  Power  and 
Light  Corporation  (hereinafter  sometimes  referred  to 
as  Standard  Power)  and  Standard  Gas  and  Electric 
Company  (hereinafter  sometimes  referred  to  as  Stand¬ 
ard  Gas ) ,  also  registered  holding  companies  and  corpo- 
rate  parents  of  Philadelphia  Company,  the  relationship 
among  the  companies  in  the  holding  company  systems 
of  Philadelphia  Company  and  of  Standard  Power  and 
Standard  Gas,  the  character  of  the  interests  thereof  and 
the  property  owned  or  controlled  thereby,  to  determine; 
the  extent  to  which  the  corporate  structure  of  such  hold¬ 
ing  company  systems  and  the  companies  therein  may 
be  simplified,  unnecessary  complexities  therein  elimi-| 
nated,  voting  power  fairly  and  equitably  distributed 
among  the  security  holders  thereof,  and  the  property 
and  business  of  each  such  system  confined  to  those 
necessary  or  appropriate  to  the  operations  of  an  inte¬ 
grated  public  utility  system  or  systems  meeting  the 
applicable  standards  of  Section  11(b)  of  the  Act;  and 
said  examination  having  disclosed  data  establishing  or 
tending  to  establish  the  following : 

i 

I  | 

1.  Philadelphia  Company  is  a  corporation  organ^ 
ized  under  the  laws  of  the  Commonwealth  of  Pennsyl¬ 
vania  and  is  a  registered  holding  company.  Its  principal 
offices  are  located  in  Pittsburgh,  Pa.  Philadelphia  Com-i 
pany  controls  fifteen  direct  and  forty  indirect  subsidiar-l 
ies.  One  of  its  subsidiaries,  Pittsburgh  and  West  Vir-| 
ginia  Gas  Company,  is  a  registered  holding  company  as: 
well  as  a  gas  producing  and  transmission  company,; 
while  six  of  its  subsidiaries  are  public  utility  companies 
within  the  meaning  of  Section  2(a)(5)  of  the  Act.; 
Philadelphia  Company  also  owns  a  natural  gas  produc- 
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ing  and  transmission  system  located  in  southwestern 
Pennsylvania  and  a  gas  distributing  system  located  in 
the  City  of  Pittsburgh  and  surrounding  territory  which 
systems  are  leased  to  and  operated  by  its  indirect  sub¬ 
sidiary,  Equitable  Gas  Company. 

2.  Standard  Gas  is  a  corporation  organized  under 
the  laws  of  the  State  of  Delaware  and  is  a  registered 
holding  company.  Standard  Gas  owns  5,024,790  shares 
(96.8%)  out  of  5,190,647  shares  of  common  stock  of 
Philadelphia  Company  outstanding.  Its  principal  office 
is  in  Chicago,  Illinois. 

3.  Standard  Power  is  a  corporation  organized  un¬ 
der  the  laws  of  the  State  of  Delaware  and  is  a  registered 
holding  company.  Standard  Power  owns  1,160,000  shares 
( 53.6% )  out  of  2,162,607  shares  of  Standard  Gas  com¬ 
mon  stock.  Its  principal  office  is  in  Jersey  City,  N.  J. 


4.  The  names  of  the  subsidiary  companies  pres¬ 
ently  embraced  in  the  holding  company  system  of  Phila¬ 
delphia  Company,  the  corporate  relationship  of  the  sys¬ 
tem  companies  to  each  other,  and  the  nature  of  their 
business  as  of  December  31,  1945  are  shown  in  the  fol¬ 
lowing  table : 

%of 

Voting  Nature  of 
Name  of  Company  Control  Business 


Standard  Power  and  Light  Corpora¬ 
tion*  . 

Standard  Gas  and  Electric  Com¬ 


pany*  .  53.6 

Philadelphia  Company  .  96.8 

Duquesne  Light  Company .  100.0 

Allegheny  County  Steam  Heat¬ 
ing  Company .  100.0 


Holding  Co. 

Holding  Co. 
Holding  Co. 
Electric  Co. 

Steam  Co. 


*  Standard  Power  and  Standard  Gas  are  incorporated  in 
the  State  of  Delaware. 


I 
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%  of  ! 

Voting  Nature  of  j 

Name  of  Company  Control  Business 

Philadelphia  Company  (Cont’d) 

Pittsburgh  and  West  Virginia 

Gas  Company**  .  100.0  Holding- 

Gas  Co.  i 

Equitable  Gas  Company .  100.0  Gas  Co. 

i 

Philadelphia  Oil  Company** .  100.0  Petroleum  j 

Prod. 

Finleyville  Oil  and  Gas  Company  100.0  Gas  Prod.  j 

I 

Kentucky  West  Virginia  Gas 
Company*  *  .  60.0  Gas  Prod,  j 

The  Consolidated  Gas  Company 

of  the  City  of  Pittsburgh***....  71.17  Mfd.  Gas 

The  Cheswick  and  Harmar  Rail¬ 
road  Company  .  100.0  Freight 

Trans.  j 

i 

Equitable  Auto  Company .  100.0  Auto  Serv.  i 

I 

Equitable  Real  Estate  Company  100.0  Real  Estate 
Equitable  Sales  Company*** .  100.0  Appl.  Sales  ; 

i 

Pittsburgh  Railways  Company..  100.0  Street  Rwy.  j 

I 

Allegheny,  Bellevue  and  Perrys- 

ville  Railway  Company .  100.0  “  “ 

The  Allenport  and  Roscoe  Elec¬ 
tric  Street  Railway  Company  100.0  “  “ 

i 

Ben  Avon  and  Emsworth  Street 

Railway  Company .  100.0  “  “ 

-  i 

**  These  companies  are  incorporated  in  the  State  of  West 
Virginia;  all  others  are  Pennsylvania  corporations. 

***Inactive  companies. 


i 

i 

j 

i 

i 

i 

! 

I 
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%  of 

Voting  Nature  of 
Name  of  Company  Control  Business 

Philadelphia  Company  ( Cont’d. ) 

Pittsburgh  Railways  Company 

(Cont’d) 

Bon- Air  Street  Railway  Com¬ 
pany  . 100.0  Street  Rwy. 

Cedar  Avenue  Street  Railway 
Company  .  100.0  “  “ 

East  McKeesport  Street  Rail¬ 
way  Company .  100.0  “  “ 

Mt.  Washington  Street  Railway 

Company  .  100.0  “  “ 

Mt.  Washington  Tunnel  Com¬ 
pany  .  100.0  Tunnel 

Pittsburgh,  Canonsburg  and 
Washington  Railway  Com¬ 
pany  .  100.0  Street  Rwy. 

Pittsburgh  &  Charleroi  Street 

Railway  Company  .  100.0  “  “ 

Pittsburgh  Motor  Coach  Com¬ 
pany  .  100  Bus.  Trans. 

Superior  Avenue  &  Shady  Ave¬ 
nue  Street  Railway  Company  100.0  Street  Rwy. 

United  Traction  Company  of 

Pittsburgh .  99.75  “  “ 

Federal  Street  and  Pleasant 
Valley  Passenger  Railway 
Company  .  53.57  “  “ 
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%  of  | 

Voting  Nature  of  , 
Name  of  Company  Control  Business  j 

Philadelphia  Company  (Cont’d) 

Pittsburgh  Railways  Company 
( Cont’d ) 

United  Traction  Company  j 

( Cont’d ) 

_  i 

Glenwood  and  Dravosburg  j 

Electric  Street  Railway 

Company  . 100.0  Street  Rwy.j 

The  McKeesport  and  Raynold- 
ton  Passenger  Railway 

Company  .  100.0  “  “ 

The  Pittsburgh,  Allegheny  and 
Manchester  Traction  Com¬ 
pany  .  100.0  “  “ 

Pittsburgh,  Allegheny  and 
Manchester  Passenger  Rail¬ 
way  Company .  100.0  “  “ 

Pittsburgh  Union  Passenger. 

Railway  Company . 100.0  “  “ 

Second  Avenue  Passenger  Rail¬ 
way  Company .  100.0  “  “ 

Second  Avenue  Traction  Com¬ 
pany  . 100.0  “  “ 

The  Second  Avenue  Traction 

Company  .  100.0  “  “ 

Washington  and  Canonsburg 
Railway  Company .  100.0  “  “ 

West  End  Traction  Company....  100.0  “  “ 

Pittsburgh,  Crafton  and  Mans¬ 
field  Street  Railway  Com¬ 
pany  . 100.0  “  “ 
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Name  of  Company 


%  of 

Voting  Nature  of 
Control  Business 


Philadelphia  Company  (Cont’d) 
Pittsburgh  Railways  Company 
( Cont’d ) 

West  End  Traction  Company 
( Cont’d. ) 

Pittsburgh,  Neville  Island  and 
Coraopolis  Railway  Com¬ 
pany  .  100.0 

Pittsburgh  and  West  End  Rail¬ 
way  Company . 100.0 

West  Liberty  and  Suburban 

Street  Railway  Company 100.0 

West  Shore  Electric  Street 

Railway  Company  .  100.0 

Consolidated  Traction  Com¬ 
pany  .  98.78 

Ardmore  Street  Railway 

Company  .  100.0 

The  Central  Traction  Com¬ 
pany  .  97.29 

Central  Passenger  Railway 
Company  .  100.0 

The  Duquesne  Traction  Com¬ 
pany  .  88.56 

The  Duquesne  Street  Rail¬ 
way  Company .  100.0 

Fort  Pitt  Traction  Company..  100.0 

The  Pittsburgh  Traction 

Company  .  99.46 

The  Morningside  Electric 

Street  Railway  Company .  100.0 


Street  Rwy. 
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Name  of  Corny  any 


I 

i 

i 

i 
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%  of  I 

Voting  Nature  of ! 
Control  Business  i 


Philadelphia  Company  (Cont’d) 

Pittsburgh  Railways  Company  j 

(Cont’d)  i 

Consolidated  Traction  Company 

(Cont’d)  I 

i 

Seventeenth  Street  Incline 

Plane  Company  .  100.0  Incline 

Plane  j 
Trans. 

t 

The  Citizens  Traction  Co .  13.14  Street  Rwyr 


Penn  Street  Railway  Com¬ 
pany  .  100.0  “  “  j 

Monongahela  Street  Railway  j 

Company  .  24.70  “  “  | 

There  are  eleven  (11)  other  street  railway  com¬ 
panies  in  the  Pittsburgh  Railways  system,  the  properties 
of  which  are  operated  under  lease  and  other  agreements 
as  an  integral  part  of  the  transportation  system  but 
whose  voting  securities  are  publicly  held  to  the  extent! 
of  93%  or  more  in  each  instance. 

I 

5.  The  names  of  the  members  of  the  Board  of  Di- j 
rectoi*s,  as  of  December  31,  1945,  of  Philadelphia  Com-  j 
pany  and  of  Duquesne  Light  Company,  their  business , 
addresses,  and  their  relationships  with  Standard  Gas 
and  Public  Utility  Engineering  and  Service  Corporation, 
the  subsidiary  service  company  of  Standard  Gas,  are 
shown  below. 


i 

i 

I 

i 

i 


i 


Relationship  With 
Public  Ut. 

Business  Philadelphia  Duquesne  Standard  Eng.  &  Serv. 

Address  Company  Light  Co.  Gas  Corp. 
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President 

Arthur  E.  Braun  Pittsburgh,  Pa.  —  Director 

Edward  C.  Stone  Pittsburgh,  Pa.  —  Director  & 

Vice- 

President 
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6.  A  condensed  corporate  balance  sheet,  with  capi¬ 
talization  ratios,  of  Philadelphia  Company  as  of  Decem¬ 
ber  31,  1945  showed  the  following  ( per  books )  : 


Assets 

i 

— 


Property,  Plant  and  Equipment 
Investments  in  Subsidiary 

$  39,018,577 

1 

1 

Companies  Consolidated  . 

Investments  in  Street  Railway 

100,156,734 

i 

i 

i 

Companies  . 

71,579,608 

i 

i 

Other  Security  Investments . 

81,400 

! 

Misc.  Special  Funds . 

212,662 

Cash  and  U.  S.  Gov.  Securities.... 

4,316,609 

i 

i 

Other  Current  Assets . 

2,532,425 

i 

i 

i 

Deferred  Charges  . 

4,444,184 

i 

i 

! 

Total  Assets . 

$222,342,199 

i 

i 

i 

i 

t 

j 

%  of 
Capitali- 

Liabilities 

zation 

Current  Liabilities  . 

$  5,104,407 

—  ; 

Deferred  Credits  . 

Reserves  for  Retirement  and 

33,269,244 

i 

i 

i 

i 

Depletion  . 

Reserve  for  Revaluation  of 

16,382,951 

Assets  . 

25,943,226 

— 

Other  Reserves  . 

Contributions  in  aid  of 

6,585,994 

— 

Construction  . 

48,620 

— 

Funded  Debt  . 

53,980,000 

40.0% 

Preferred  Stock . 

39,959,650 

29.6 

Common  Stock,  No  Par . 

37,637,055 

— 

i 
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Surplus : 

Invested  in  Capital  Stock 

Reacquired  . 

Paid-In  . 

Earned — Since  12-31-39 . 

Total  Common  Stock  and 
Surplus  . 

Total  Liabilities . 


%  of 

Capitali- 

zation 

$  3,421 

699,993 

— 

2,727,637 

— 

$  41,068,106 

30.4% 

$222,342,199 

100.0% 

7.  The  funded  debt  of  Philadelphia  Company  listed 
in  the  above  balance  sheet,  all  of  which  is  publicly 


held,  is  represented  by: 

4 %%  Collateral  Trust  Sinking  Fund 

Bonds,  due  July  1,  1961 .  $47,826,000 

2%  %  Collateral  Trust  Serial  Notes,  due 

serially  to  July  1,  1951 .  6,000,000 

Other  . 154,000 

Total  .  $53,980,000 


The  4%%  Collateral  Trust  Bonds  and  2%%  Col¬ 
lateral  Trust  Serial  Notes  are  secured  by  the  pledge  of 
2,040,000  shares  of  the  common  stock  of  Duquesne  Light 
Company. 

The  2-%%  Collateral  Serial  Notes  mature  in  the 
amount  of  $1,200,000  annually,  and  are  presently  call¬ 
able  at  prices  ranging  from  100-%  to  100. 

The  4-%%  Collateral  Trust  Bonds  are  presently 
callable  at  105-%,  except  for  sinking  fund  purposes; 
the  call  price  presently  being  102-%  for  such  fund. 
Under  the  terms  of  the  sinking  fund  the  Company  must 
pay  to  the  Trustee  $3,550,000  annually  less  interest  on 
outstanding  bonds  and  notes,  the  amount  remaining 
after  such  interest  payments  to  be  applied  to  the  re- 


! 

i 

I 

i 

i 

i 

I 
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tirement  of  bonds  and  notes  of  which  $1,200,000  must 
be  applied  to  the  serial  payments  of  the  notes  through 
1951. 

i 

8.  The  capital  stock  of  Philadelphia  Company  is 
represented  by  the  following : 

1,580  shs.  Preferred  5%  Non-Cumulative,  $10  par 
value 

491,140  shs.  6%  Cumulative  Preferred,  $50  par  value! 

100,000  shs.  $6  Cumulative  Preference,  no  par,  stated 
value  $100 

53,868  shs.  $5  Cumulative  Preference,  no  par,  stated 
value  $100 

5,190,647  shs.  Common  Stock,  no  par,  stated  value  $7.25 
205-11/12  shs.  Common  Stock  scrip,  no  par,  stated  value 
$7.25 

All  of  the  preferred  stocks  and  3.2%  of  the  common 
stock  are  publicly  held. 

The  Preferred  5%  Non-Cumulative  stock  has  first 
preference  as  to  dividends  and  has  equal  voting  rights 
with  the  common  stock  of  one  vote  per  share  on  all  mat-f 
ters  submitted  to  a  vote  of  the  stockholders.  The  Pre¬ 
ferred  5%  Non-Cumulative  stock  is  not  callable  and  in 
liquidation,  voluntary  or  involuntary,  the  holders  of  the 
stock  have  a  preference  as  to  accrued  dividends  and, 
after  the  holders  of  the  6%  Cumulative  Preferred  stock 
have  been  paid  $50  per  share  plus  accrued  dividends  an<} 
the  holders  of  the  $6  and  $5  Cumulative  Preferred  stocks 
have  been  paid  $100  per  share  plus  accrued  dividends, 
the  holders  of  the  Preferred  5%  Non-Cumulative  stock 
and  the  common  stock  are  entitled  to  receive  the  re¬ 
maining  assets,  share  for  share,  except  that  in  the 
opinion  of  Philadelphia  Company’s  counsel,  the  holders 
of  the  Preferred  5%  Non-Cumulative  Stock  are  not  en-| 
titled  to  participate  with  the  Common  Stock  in  surplus 
earned  subsequent  to  the  issuance  of  the  Preferred  5% 
Non-Cumulative  Stock. 


i 

j 

i 
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The  6%  Cumulative  Preferred  Stock  has  second 
preference  as  to  dividends  of  6%  per  annum  and  is  non- 
callable.  The  stock  does  not  have  voting  rights,  except 
that  in  the  event  of  any  default  in  the  payment  of  divi¬ 
dends,  holders  of  this  stock  are  entitled  to  one  vote  per 
share  on  all  matters  submitted  to  a  vote  of  stockholders 
so  long  as  such  default  shall  continue.  Voting  rights  in 
respect  of  the  election  of  directors  are  as  stated  below. 

The  $6  and  $5  Cumulative  Preference  Stocks  have 
a  preference  as  to  dividends  ahead  of  the  Common  Stock 
and  both  series  are  callable  at  $110  per  share,  plus  ac¬ 
crued  dividends.  In  the  event  of  default  in  the  payment 
of  four  (4)  quarterly  dividends,  the  Preference  shares 
are  entitled  to  one  vote  per  share  on  all  matters  submit¬ 
ted  to  the  vote  of  stockholders,  so  long  as  such  default 
shall  continue. 

In  the  event  of  any  default  in  the  payment  of  divi¬ 
dends  on  the  6%  Cumulative  Preferred  or  $6  and  $5 
Cumulative  Preference  Stocks  at  the  date  of  any  annual 
meeting  of  the  stockholders,  holders  of  such  stocks  as 
are  then  in  default,  voting  as  one  class,  shall  be  entitled 
to  elect  two  members  of  the  Board  of  Directors  and  the 
holders  of  the  Preferred  5%  Non-Cumulative  Stock  and 
the  Common  Stock,  voting  as  one  class,  shall  be  entitled 
to  elect  the  remaining  members  of  the  Board  of  Direc¬ 
tors.1  In  the  event  that  dividends  are  in  arrears  for 
three  full  years  on  any  of  the  preferred  stocks  other 
than  the  Preferred  5%  Non-Cumulative  Stock,  such  pre¬ 
ferred  stocks,  as  are  then  in  default,  voting  as  one  class, 
shall  be  entitled  to  elect  the  smallest  number  of  direc¬ 
tors  necessary  to  constitute  a  majority  of  the  Board  of 
Directors,  and  the  holders  of  the  Preferred  5%  Non- 
Cumulative  Stock  and  the  Common  Stock,  voting  as  one 


xThe  Board  of  Directors  of  Philadelphia  Company  is 
presently  composed  of  six  (6)  members. 


I 


.  Notices  and  Orders  of  December  5, 191+6.  43a 

i 

class,  shall  be  entitled  to  elect  the  remaining  members 
of  the  Board  of  Directors. 

I 

I 

9.  The  nature  and  locale  of  the  operations  of  the 
electric  and  gas  utility  subsidiaries  of  Philadelphia 
Company  are  as  follows : 

I 

(a)  Duquesne  Light  Company  (Duquesne)  owns 
and  operates  facilities  for  the  generation,  transmission, 
distribution  and  sale  of  electric  energy.  It  supplies  elec¬ 
tricity  to  approximately  368,000  customers  in  and 
around  the  highly  industrialized  City  of  Pittsburgh, 
Pennsylvania.  Its  five  large  steam  plants  have  a  rated 
capacity  of  624,000  KW  and  in  1945  the  Company  sold 
3,013,934,807  KWH  to  its  customers.  At  December  3l, 
1945  Duquesne  reported  total  assets  of  $216,616,90^, 
and  for  the  twelve  months  ending  December  31,  1945, 
gross  operating  revenues  totalled  $43,480,541,  of  which 
$2,117,042  represented  sales  to  affiliated  companies.  j 

I 

At  December  31,  1945  Duquesne’s  gross  plant  and 
property  account  totalled  $182,597,017.  Included  in  this 
amount  was  $3,769,703  classified  in  Account  100.5,  Elec^ 
trie  Plant  Acquisition  Adjustments.  Pursuant  to  order? 
of  the  Federal  Power  Commission  and  the  Pennsylvania 
Public  Utility  Commission  issued  in  January  1946,  Duj- 
quesne  will  dispose  of  $3,757,017  classified  in  Account 
100.5  by  equal  monthly  charges  over  a  15  year  period 
and  has  disposed  of  $30,853,582  classified  in  Account 
107  by  immediate  charge-off  in  varying  amounts  to 
Earned  and  Capital  Surplus  Accounts  and  various  reT 
serve  accounts. 

Duquesne’s  capital  structure  consists  of  $40,000,000 
of  3-V2%  funded  debt,  $27,500,000  of  Preferred  Stock 
and  $56,813,120  of  Common  Stock.  All  of  the  debt  and 
preferred  stock  is  publicly  held,  while  Philadelphia  Com* 
pany  owns  all  of  the  common  stock. 
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Duquesne  has  one  class  of  preferred  stock  outstand¬ 
ing,  275,000  shares  of  its  5%  Cumulative  First  Pre¬ 
ferred,  $100  par  value,  all  of  which  is  publicly  held.  The 
stock  is  callable  at  any  time  at  $110  per  share,  plus  ac¬ 
crued  dividends,  is  entitled  to  $110  per  share,  plus  ac¬ 
crued  dividends,  in  the  event  of  any  voluntary  distribu¬ 
tion  of  assets  by  the  Company  ( except  in  dissolution  or 
liquidation)  and  is  entitled  to  $100  per  share,  plus  ac¬ 
crued  dividends,  in  the  event  of  any  involuntary  distri¬ 
bution  of  assets  by  the  Company  or  dissolution  or  liqui¬ 
dation  of  the  Company.  The  5%  Cumulative  First  Pre¬ 
ferred  stock  does  not  have  normal  voting  rights,  but  in 
the  event  dividends  are  in  arrears  in  the  amount  of  5%, 
the  stockholders  are  entitled  to  one  vote  per  share, 
which  would  give  that  class  of  stock  12.5  %  of  the  vot¬ 
ing  power. 

(b)  Pittsburgh  and  West  Virginia  Gas  Company 
(Pittsburgh  and  West  Virginia)  is  a  registered  holding 
company,  owning  all  the  outstanding  capital  stocks  of 
Equitable  Gas  Company  and  Philadelphia  Oil  Company. 
Pittsburgh  and  West  Virginia  is  also  engaged  in  the  pro¬ 
duction,  purchase,  transmission  and  sale  of  natural  gas 
at  wholesale  and  retail.  The  Company  produces  about 
30%  of  its  gas  requirements  from  its  gas  fields  in  West 
Virginia  and  purchases  approximately  56%  from  its 
affiliated  company,  Kentucky  West  Virginia  Gas  Com¬ 
pany,  and  most  of  the  remainder  from  Philadelphia  Oil 
Company.  Pittsburgh  and  West  Virginia  sells  practically 
all  of  its  gas  supply  to  Equitable  Gas,  selling  a  minor 
portion  of  its  supply  to  about  6,266  customers  scattered 
along  its  transmission  lines  in  West  Virginia,  plus  small 
sales  at  the  wells  to  other  gas  companies. 

At  December  31, 1945  Pittsburgh  and  West  Virginia 
reported  total  assets  of  $40,749,137,  of  which  $21,530,247 
represented  property,  plant  and  equipment.  For  the 
twelve  months  ending  December  31,  1945,  the  Company 
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reported  gross  operating  revenues  of  $8,340,562  of 
which  $7,418,258  represented  sales  to  affiliated  com¬ 
panies. 

i 

I 

Pittsburgh  and  West  Virginia  filed  on  November  30, 
1942,  reports  with  the  Federal  Power  Commission  and 
with  the  Public  Service  Commission  of  West  Virginia 
with  respect  to  the  original  cost  of  its  properties  as  of 
December  31,  1938,  and  in  such  reports  has  indicated  an 
excess  of  original  cost  of  properties  over  book  value  of 
$9,562,052.  However,  neither  commission  has  reviewed 
or  approved  the  property  classifications  as  yet.  Pitts¬ 
burgh  and  West  Virginia  Gas  has  no  outstanding  debt, 
having  only  common  stock  outstanding,  all  of  which  is 
owned  by  Philadelphia  Company. 

i 

I 

( c )  Equitable  Gas  Company  is  engaged  in  the  pro¬ 
duction,  purchase,  transmission,  distribution  and  sale  of 
natural  gas.  In  addition  to  the  operation  of  its  own  prop^ 
erties,  the  Company  operates  gas  production,  transmis¬ 
sion  and  distribution  properties  of  Philadelphia  Com¬ 
pany  under  leases  which  expire  November  30,  1948. 

j 

Equitable  Gas  is  engaged  primarily  in  the  retail 
distribution  of  natural  gas  in  the  City  of  Pittsburgh; 
Pennsylvania,  and  surrounding  communities.  In  1945? 
the  Company  served  193,954  customers.  The  major  port 
tion  of  its  gas  requirements  is  purchased  from  Pitts^ 
burgh  and  West  Virginia,  its  parent;  the  Company  also 
purchases  gas  from  Finleyville  Oil  and  Gas  Company^ 
an  affiliate,  taking  all  of  that  company’s  production,  j 

i 

Including  the  properties  leased  from  Philadelphia 
Company  which  have  a  book  value  of  $39,018,577,  and 
its  own  properties  which  are  carried  at  $6,393,005,  Equi^ 
table  Gas  had  total  assets  of  $48,877,431  at  December 
31,  1945  and  for  the  twelve  months  ending  December  31,1 
1945  reported  gross  operating  revenues  of  $14,409,628.! 

I 

I 

I 
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On  December  31,  1941,  Equitable  Gas  filed  with  the 
Pennsylvania  Public  Utility  Commission  and  with  the 
Federal  Power  Commission  reports  with  respect  to  the 
original  cost  of  its  properties  and  those  leased  from 
Philadelphia  Company,  as  of  December  31,  1938.  The 
reports  indicate  that  the  excess  of  book  value  over  orig¬ 
inal  cost  of  its  own  properties  amounted  to  $206,546,  and 
as  to  the  leased  properties  amounted  to  $5,733,094. 
Neither  Commission  has  reviewed  or  approved  the  prop¬ 
erty  classifications  to  date. 

Equitable  Gas’  capital  structure  consists  of 
$39,732,394  of  6%  open  account  debt,  owed  in  about 
equal  amounts  to  Pittsburgh  and  West  Virginia  Gas  and 
Philadelphia  Company,  and  $3,300,000  of  common  stock, 
all  owned  by  Pittsburgh  and  West  Virginia  Gas. 

(d)  Kentucky  West  Virginia  Gas  Company  (Ken¬ 
tucky  Gas )  is  a  natural  gas  producing  company  operat¬ 
ing  in  eastern  Kentucky.  The  Company  produces  about 
83%  of  its  gas  output,  and  in  1945  sold  82%  of  its  gas 
supply  to  Pittsburgh  and  West  Virginia  Gas  and  about 
17%  to  another  affiliate,  Louisville  Gas  and  Electric 
Company  (Kentucky).  The  balance  of  its  gas  sales  are 
made  to  non-affiliated  companies  and  to  a  small  number 
of  retail  customers  along  its  lines. 

At  December  31,  1945  Kentucky  Gas  had  total 
assets  of  $27,288,928  and  for  the  twelve  months  ending 
December  31,  1945  reported  gross  operating  revenues 
of  $4,524,627  of  which  $4,339,841  was  received  from  affil¬ 
iated  companies. 

At  December  31,  1945  Kentucky  Gas’  gross  plant 
and  property  account  was  carried  on  its  books  in  the 
amount  of  $25,541,064.  On  February  11,  1946  Kentucky 
Gas  filed  a  report  with  respect  to  the  original  cost  of  its 
properties  as  of  December  31,  1939  with  the  Public 
Service  Commission  of  Kentucky  and  with  the  Federal 


I 
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Power  Commission  and  in  these  reports  indicated  that 
the  excess  of  the  book  value  of  its  properties  over  orig¬ 
inal  cost  amounted  to  $2,567,352.  Neither  Commission 
has  approved  or  reviewed  the  property  classification  to 
date. 

i 

Kentucky  Gas’  capital  structure  consists  of  pre^ 
ferred  stock  and  common  stock,  all  of  which  stock  is 
held  within  the  Standard  Gas  system.  i 

i 

Kentucky  Gas  has  two  classes  of  Preferred  Stock 
outstanding,  29,375  shares  of  5%  Cumulative  First  Pre¬ 
ferred,  $100  par  value,  all  owned  by  Louisville  Gas  and 
Electric  Company  (Ky.),  an  affiliate,  and  54,075  shares 
of  7%  Cumulative  Second  Preferred,  $100  par  valuej 
51,250  of  which  is  owned  by  Philadelphia  Company  and 
2,825  of  which  is  owned  by  Pittsburgh  &  West  Virginia 
Gas.  Neither  class  of  stock  have  any  voting  rights.  j 

The  common  stock,  of  which  100,000  shares  are  out-i 
standing,  is  owned  60%  by  Philadelphia  Company  and; 
40%  by  Louisville  Gas  and  Electric  Company  (Ken¬ 
tucky). 

10.  The  nature  and  locale  of  the  operations  of  the ; 
direct  and  indirect  non-utility  subsidiaries  of  Philadel-  j 
phia  Company  are  as  follows : 

i 

I 

( a )  Allegheny  County  Steam  Heating  Company ! 

( Allegheny  Steam )  all  of  whose  debt  and  capital  stock  j 
is  owned  by  Duquesne,  furnishes  steam  heating  service  i 
to  about  384  customers  in  the  downtown  business  section  j 
of  Pittsburgh,  Pennsylvania.  | 

i 

At  December  31,  1945  Allegheny  Steam  had  total 
assets  of  $9,482,976,  and  for  the  twelve  months  ending 
December  31,  1945  reported  gross  operating  revenues  of 
$1,161,539,  of  which  $124,700  represented  sales  to  affili-  i 
ate  companies.  I 

i 

i 
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(b)  Philadelphia  Oil  Company  is  engaged  princi¬ 
pally  in  the  production  and  sale  of  crude  oil  in  territories 
within  which  Equitable  Gas  and  Pittsburgh  and  West 
Virginia  Gas  produce  natural  gas.  It  also  produces  a 
small  quantity  of  natural  gas  incidental  to  its  production 
of  oil.  It  has  agreements  with  the  latter  companies  pro¬ 
viding  for  the  purchase  at  cost  of  all  oil  wells  drilled  by 
them  and  for  the  sale  to  them  at  cost  of  all  gas  wells 
drilled  by  Philadelphia  Oil  in  their  territory. 

At  December  31, 1945  Philadelphia  Oil  had  total  as¬ 
sets  of  $2,444,671,  and  for  the  twelve  months  ending 
December  31,  1945  reported  gross  operating  revenues  of 
$156,433.  The  Company  has  no  funded  debt  and  its  capital 
stock  is  all  owned  by  Pittsburgh  &  West  Virginia  Gas. 

( c )  Finleyville  Oil  and  Gas  Company  ( Finleyville ) 
owns  and  operates  a  natural  gas  production  and  trans¬ 
mission  system  in  Allegheny  County,  Pennsylvania.  The 
Company  sells  all  of  its  gas  to  Equitable  Gas. 

Finleyville’s  capital  structure  consists  of  $50,000 
6%  bonds  due  November  15,  1946,  all  of  which  are  pub¬ 
licly  held  and  common  stock,  all  of  which  is  owned  by 
Pittsburgh  &  West  Virginia  Gas. 

At  December  31, 1945  Finleyville  had  total  assets  of 
$960,978,  and  for  the  twelve  months  ending  December  31, 
1945  reported  gross  operating  revenues  of  $35,403. 

( d )  Cheswick  and  Harmar  Railroad  Company 
( Cheswick )  operates  a  railroad  extending  from  the  Har- 
wick  coal  mine,  owned  by  Duquesne  Light  Company,  to 
the  Colfax  plant  of  Duquesne,  a  distance  of  about  1% 
miles.  The  Company’s  chief  business  is  the  transporta¬ 
tion  of  coal  from  the  mine  to  the  Duquesne  plant. 

At  December  31,  1945  Cheswick  had  total  assets  of 
$819,037,  and  for  the  twelve  months  ending  December  31, 
1945  reported  gross  operating  revenues  of  $87,736,  of 
which  $76,252  was  received  from  Duquesne.  The  Com- 


i 
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pany’s  capital  structure  consists  only  of  common  stock; 
all  of  which  is  owned  by  Philadelphia  Company. 

i 

(e)  Equitable  Auto  Company  maintains  and/oij 
supervises  the  use  of  automotive  equipment  (including 
motor  coaches )  for  the  subsidiaries  of  Philadelphia  ComJ 
pany  and  the  Trustees  of  Pittsburgh  Railways  Company 
and  of  Pittsburgh  Motor  Coach  Company.  It  also  owns 
and  leases  automotive  equipment  to  such  companies. 

i 

Equitable  Auto  is  a  registered  subsidiary  service 
company  under  the  Holding  Company  Act,  and  as  such 
its  services  are  rendered  at  cost,  which  includes  a  6% 
return  on  capital  profitably  employed. 

At  December  31,  1945  Equitable  Auto  had  total  as¬ 
sets  of  $695,954,  and  for  the  twelve  months  ending  De¬ 
cember  31, 1945  reported  net  income  of  $20,062.  The  Com¬ 
pany’s  only  security  outstanding  is  its  common  stock,  all  j 
of  which  is  owned  by  Philadelphia  Company. 

i 

( f )  Equitable  Sales  Company  formerly  conducted  a  i 
retail  electric  and  gas  appliance  business  in  Pittsburgh  j 
and  environs.  The  business  was  discontinued  in  1941,  and 
its  total  assets  of  $464,719  at  December  31,  1945  consist 
mostly  of  cash  and  other  liquid  assets. 

I 

( g)  Equitable  Real  Estate  Company  owns  and  oper-  j 

ates  a  nine  story  office  building  in  the  business  district  j 
of  the  City  of  Pittsburgh  which  is  occupied  as  a  central  j 
office  building  by  Philadelphia  Company  and  its  sub-  ! 
sidiary  companies  and  by  the  Trustees  of  Pittsburgh  | 
Railways  Company  and  Pittsburgh  Motor  Coach  Com-  i 
pany.  It  also  owns  other  real  properties,  the  major  por¬ 
tion  of  which  are  leased  to  subsidiary  companies  of  ; 
Philadelphia  Company  and  to  the  Trustees.  The  Com-  j 
pany  also  owns  various  pieces  of  vacant  land  leased  for  j 
parking  lots  and  other  property,  all  located  in  the  City  j 
of  Pittsburgh.  j 

i 

i 

j 

i 

I 

i 

i 

i 

i 

i 
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At  December  31,  1945,  Equitable  Real  Estate  had 
total  assets  of  $6,096,884  and  for  the  twelve  months 
ending  December  31,  1945,  reported  gross  operating 
revenues  of  $563,748  of  which  $551,745  represented  rev¬ 
enues  from  affiliated  companies.  The  Company  has  out¬ 
standing  $1,186,741  of  4%  Real  Estate  Mortgage  Serial 
Bonds  due  in  1957  all  of  which  are  publicly  held  and 
$1,000,000  par  value  of  common  stock  all  of  which  is 
owned  by  Philadelphia  Company. 

(h)  Prior  to  June  1938  Pittsburgh  Railways  Com¬ 
pany  operated  a  unified  street  railway  and  incline  plane 
railway  system  known  as  the  Pittsburgh  Railways  Sys¬ 
tem  in  the  City  of  Pittsburgh,  Pa.,  and  vicinity;  its  sub¬ 
sidiary,  Pittsburgh  Motor  Coach  Company,  operated  a 
bus  system  as  an  adjunct  to  the  railway  system.  The 
traction  system  is  comprised  of  Pittsburgh  Railways’ 
own  properties  and  franchises  and  those  of  52  so-called 
underlier  companies  linked  to  Pittsburgh  Railways 
through  operating  agreements,  assignments,  leases  or 
stock  ownership.  The  United  States  District  Court  for 
the  Western  District  of  Pennsylvania  appointed  W.  D. 
George,  Thomas  M.  Benner  ( now  deceased )  and  Thomas 
Fitzgerald,  Trustees  for  Pittsburgh  Railways  Company 
and  Pittsburgh  Motor  Coach  Company,  on  June  14, 
1938,  and  since  such  appointment  the  Trustees  have  had 
possession  of  and  have  been  operating  the  properties 
of  Pittsburgh  Railways,  Pittsburgh  Motor  Coach  Com¬ 
pany  and  the  52  underliers.  Subsequently  in  the  pro¬ 
ceeding,  a  question  arose  as  to  the  jurisdiction  of  the 
District  Court  over  the  underliers  for  the  purposes  of  a 
reorganization  plan  embodying  substantially  all  of  the 
system  companies.  In  October  1942  a  petition  was  filed 
praying  that  the  District  Court  assume  and  exercise 
jurisdiction  over  the  properties  and  assets  of  49  of  the 
52  underliers  for  the  purposes  of  a  system-wide  re¬ 
organization  plan.  The  petition  was  dismissed  by  the 
District  Court  on  April  30,  1945.  On  appeal,  however, 


I 

I 
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the  Circuit  Court  of  Appeals  for  the  Third  Circuit,  on 
May  7,  1946,  reversed  the  District  Court’s  decision,  and 
held  that  the  District  Court  had  jurisdiction  for  the 
purposes  of  a  system-wide  reorganization  plan.  Petir 
tions  for  writs  of  certiorari  were  denied  by  the  Supreme 
Court  of  the  United  States  on  October  14,  1946. 

7  i 

I 

At  December  31,  1945,  Pittsburgh  Railways  Coim 
pany  and  subsidiaries  and  other  street  railway  subsidr 
iaries  of  Philadelphia  Company-  had  combined  assets 
of  $120,696,342  and  for  the  year  1945  reported  gross 
operating  revenues  of  $22,504,828  of  which  $21,783,946 
represented  revenues  from  railway  operations  and  the 
balance  from  bus  operations. 

i 

Philadelphia  Company  does  not  consolidate  in  its 
published  consolidated  statements  its  holdings  in  Pitts¬ 
burgh  Railways  Company  and  other  street  railway; 
properties.  As  of  December  31,  1945,  Philadelphia  Com-! 
pany  carried  its  net  investment  in  street  railways  com¬ 
panies,  including  Pittsburgh  Railways  Company,  in  an 
amount  aggregating  $27,104,737.05,  representing  a  gross 
investment  per  books  of  $71,579,608.32  less  a  reserve  ; 
for  revaluation  of  assets,  other  reserves  and  deferred 
credits  aggregating  $44,474,871.27. 

Philadelphia  Company  owns,  controls  or  holds  with 
power  to  vote,  directly  or  indirectly,  10%  or  more  of 
the  common  stocks  of  41  of  the  52  underlier  companies  i 
in  the  system.3  Of  the  remaining  11  of  the  52  underliers, ! 

i 

2 Certain  companies  (14)  in  the  Pittsburgh  Railways! 
system,  a  majority  of  whose  voting  stocks  are  owned  by  the  j 
public,  are  not  included  in  the  reported  statements  of  the  I 
system.  j 

i 

3The  41  companies  are  listed  at  pages  3  to  4  above,  their  j 
names  appearing  after  that  of  Pittsburgh  Railways  Company,  j 
Pittsburgh  Motor  Coach  Company,  which  also  appears  in  the 
list,  is  not  considered  an  underlier  and  is  not  included  in  the  ; 
total  of  41  underlier  companies.  j 
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one  is  a  statutory  affiliate  of  Philadelphia  Company, 
while  the  other  10  are  neither  statutory  subsidiaries 
nor  affiliates.  Eight  of  these  10  non-affiliated  underlier 
companies,  together  with  an  affiliated  and  a  subsidiary 
underlier,  comprise  the  so-called  “Guaranteed  Under¬ 
liers. ’’  These  “Guaranteed  Underliers”  are  as  follows: 

N on- Affiliated  Companies 4 

Pittsburgh  &  Birmingham  Traction  Co. 

Pittsburgh  &  Birmingham  Passenger 
Railroad  Co. 

Brownsville  Avenue  Street  Railway  Co. 

The  South  Side  Passenger  Railroad  Co. 

West  Liberty  Street  Railway  Co. 

Birmingham  Knoxville  and  Allentown 
Traction  Co. 

Mt.  Oliver  Incline  Railway  Co. 

Pittsburgh  Incline  Plane  Co. 

Statutory  Affiliate  of  Philadelphia  Company 

The  Suburban  Rapid  Transit  Street  Railway 

Company 

(Stock  owned  6.6%  by  Philadelphia  Com¬ 
pany  and  a  subsidiary) 

Statutory  Subsidiary  of  Philadelphia  Company 

Monongahela  Street  Railway  Company 

( Stock  owned  24.7  %  by  Philadelphia  Com¬ 
pany  and  subsidiaries) 

Guarantees  by  Philadelphia  Company  of  leases  cov¬ 
ering  the  properties  of  the  foregoing  ten  underliers 
arise  by  virtue  of  the  following  circumstances : 

4  Indentations  indicate  the  status  of  certain  of  these  com¬ 
panies  as  subsidiaries  of  Pittsburgh  <&  Birmingham  Traction 
Co. 
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As  part  of  the  unification  of  the  Pittsburgh  Rail¬ 
ways  traction  system  in  1902  a  contract  was  entered 
into  between  Philadelphia  Company  and  A.  W.  Melloh, 
then  in  control  of  Pittsburgh  &  Birmingham  Traction 
Company  and  Monongahela  Street  Railway  Company. 
Pursuant  to  the  contract  the  latter  two  companies  exe¬ 
cuted  900-year  leases  of  their  properties5  to  United 
Traction  Company  of  Pittsburgh  and  Consolidated  Trac¬ 
tion  Company,  respectively,  both  subsidiaries  of  Phila- 

i 

delphia  Company.  At  about  the  same  time,  Suburban 
Rapid  Transit  Street  Railway  Company  executed  a  900l 
year  lease  of  its  properties  to  Consolidated  Traction 
Company.  These  three  leases  imposed  upon  United  and 
Consolidated  the  obligations,  inter  alia,  to  pay  as  rentals 
to  the  lessor  companies  sums  “available  for  dividends’’ 
on  their  stocks,  to  pay  the  lessor  companies’  taxes,  to 
meet  their  interest  payments  and  “unite”  in  meeting 
their  maturities.  By  instruments  of  guarantee  attached 
to  the  three  leases  Philadelphia  Company  guaranteed 
performance  thereunder  by  the  lessees,  United  and  Con^ 
solidated,  its  subsidiaries.  These  lease  obligations  were 
also  undertaken  by  Pittsburgh  Railways  Company  pur¬ 
suant  to  its  1902  operating  agreements  with  United  and 
Consolidated. 

The  leases  of  the  two  remaining  non-subsidiary  un-i 

i 

derlier  companies6  are  guaranteed  by  Fort  Pitt  Traction 

| 

_ .  i 

] 

5  The  properties  of  Pittsburgh  &  Birmingham  Traction 
Company  comprised  leasehold  interests  conveyed  by  its  five; 
stock-controlled  companies  and  one  other  lessor  company,  j 
Pittsburgh  Incline  Plane  Company. 

6Allegheny  Traction  Co.  and  Millvale,  Etna  &  Sharpes- ! 
burgh  St.  Rwy.  Co.  ; 
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Company,  a  statutory  street  railway  subsidiary  of  Phil¬ 
adelphia  Company,  the  guarantee  including  the  pay¬ 
ment  of  rentals  as  well  as  the  payment  of  principal  and 
interest  on  bonds.  Fort  Pitt  Traction  also  guarantees 
the  payment  of  lease  rentals  and  principal  and  interest 
on  the  bonds  of  one  statutory  street  railway  subsidiary 
of  Philadelphia  Company7  and  the  payment  of  princi¬ 
pal  and  interest  on  the  bonds  of  another.8 

Philadelphia  Company  is  also  guarantor  of  pay¬ 
ment  of  principal  and  interest  on  $1,968,000  out  of  a 
total  outstanding  of  $2,539,000  of  Pittsburgh  Railways 
Company  5%  General  Mortgage  Bonds  due  1953.  Of  the 
guaranteed  portion  $987,933°  are  held  within  the  Phila¬ 
delphia  Company  system. 

During  the  period  1941  thru  1945,  Philadelphia 
Company,  as  guarantor  of  the  above-mentioned  bonds 
of  Pittsburgh  Railways  and  as  guarantor  of  the  per¬ 
formance  of  certain  leases  by  some  of  the  lessee  railway 
companies,  as  mentioned,  above,  made  the  following 
annual  payments : 


7  Citizens  Traction  Company. 
s  Penn  Street  Railway  Company. 

yOf  this  amount  Philadelphia  Company  owns  $163,933 
and  Equitable  Real  Estate  $824,000.  Equitable  Real  Estate 
also  owns  an  additional  $571,000  of  Pittsburgh  Railways  Gen¬ 
eral  Mortgage  bonds  which  bonds,  however,  are  not  guaran¬ 
teed  by  Philadelphia  Company. 
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Amounts 

Gross  Pay¬ 

Paid  to 

ments  Made 

Consolidated 

Net 

by  Phila. 

Subsidiaries 

Amounts 

Co .  Under 

of  Phila. 

Paid  to 

Year  Guarantees 

Company 

Others 

1941....  $  629,217 

$101,093 

$  528,124 

1942....  628,097 

104,561 

523,536 

1943....  629,406 

41,200 

588,206 

1944....  1,913,999* 

103,611 

1,810,388 

1945....  1,207,474* 

105,510 

1,101,964 

*13,434  of  the  amount  paid  in  1945  and  $992,240 
of  the  amount  paid  in  1944  represents  payments 
on  account  of  taxes  and  interest  applicable  to 
prior  years,  which  had  been  the  subject  of  liti¬ 
gation. 

11.  In  the  table  below  is  shown,  as  of  June  30,  j 
1944,  the  outstanding  debt  and  other  securities  of  Pitts¬ 
burgh  Railways,  its  subsidiaries,  the  street  railway  sub- ' 
sidiaries  of  Philadelphia  Company  and  the  non-subsid-| 
iary  street  railway  companies  in  the  Pittsburgh  Rail-! 
way  system  and  the  holdings  of  such  securities  within 
the  Philadelphia  Company  system: 
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Amount  Out -  Sul 

standing  at  Pittsburgh  PitU 
June  80, 19 UU  Rys.  Co.  Ry 


Pittsburgh  Railways  Co. 

Funded  Debt . 

Notes  Payable  and  Open  Acc’ts. 

Preferred  Stock  . 

Common  Stock . 

Pittsburgh  Motor  Coach  Co. 
Notes  Payable  and  Open  Acc’ts. 
Common  Stock . 

Other  Subsidiaries  of  Pittsburgh 
Railways  Co.  (28  Companies) 

Funded  Debt . 

Demand  Notes  and  Open  Acc’ts. 

Preferred  Stock . 

Common  Stock . 

Street  Railway  Subsidiaries  of 
Philadelphia  Co.  (13  Companies) 

Funded  Debt . 

Notes  Payable  and  Open  Acc’ts. 

Preferred  Stock . 

Common  Stock . 

Non-Subsidiary  Street  Railway 
Companies  (11  Companies)* 
Funded  Debt . 


$10,837,000  $  —  $  j 

10,645,152  —  $  1 J 

2,500,000  — 

2,500,000  — 

624,775  624,775 

160,000  160,000 


18,862,182  1,504,653  2 

5,714,126  4,506,226 

5,500,000  5,449,950 

34,394,050  30,692,650  8,6 


9,701,500  63,000 

5,650,462  3,749,407 

12,000,000  5,000 

34,082,000  — 


3,588,500  2,000 

7,840,550  — 


Common  Stock 

*  Philadelphia  Company  owns,  controls  or  holds  with  power  to  vo| 
directly  or  indirectly,  1.25%  of  the  stock  of  one  company  and  6.6% 
the  stock  of  another  company  in  this  group. 
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I 


i 

i 

Owned  By  j 

Non- 

Street  Ry.  Affiliated 

Subs,  of  Other  Subs.  Street  Rys. 

Phila.  Co.  Pkila.  Co.  of  Phila.  Co.  Companies  Public 


1,501,933  $  —  $1,395,000  $  —  $7,940,067 

0,159,633  355,483  _____ 

2,500,000  —  —  —  — 

2,500,000  —  —  —  — 


), 225, 000  —  25,000 

975,000  232,900 

3,350  —  — 


7,814,529 

i 

_  I 

46,700  | 
650,000 

i 


i 

I 


,253,500  —  —  —  1,385,000  j 

,143,235  384,998  372,822  —  —  j 

,679,300  —  —  —  315,700  | 

,360,200  9,081,130  1,386,900  —  8,253,770  j 


i 

I 


,419,500 

68,730 


23,750  3,261,050 


167,000 

4,986,500 


I 

i 

! 

i 

i 


58a  Notices  and  Orders  of  December  5, 19Jf6. 


12.  In  the  table  below  is  shown,  as  of  December  31, 
1945,  a  corporate  balance  sheet  of  Pittsburgh  Railways 
Co.  and  a  consolidated  balance  sheet  of  Pittsburgh  Rail¬ 
ways  and  its  subsidiaries  and  the  majority-owned  street 
railway  subsidiaries  of  Philadelphia  Company: 


Assets 

Corporate 

Consolidated 

Property,  Plant  and  Equip¬ 
ment  . 

Investment  and  Fund  Ac- 

$34,479,463 

$  98,181,287 

counts  . 

Cash  and  U.  S.  Gov.  Securi- 

11,766,353 

453,695 

ties  . 

20,311,743 

20,472,868 

Other  Current  Assets . 

1,278,775 

1,288,426 

Deferred  Charges . 

364,783 

300,067 

Total  Assets  . 

$68,201,117 

$120,696,342 

Liabilities 

Unmatured  Funded  Debt . 

$  8,908,000 

$  14,572,050 

Matured  Funded  Debt . 

Accrued  and  Matured  In- 

1,500,000 

16,250,500 

terest  . 

Accrued  and  Matured  Inter- 

13,913,893 

13,913,893 

est  and  Rents . 

Indebtedness  Owed  Phila. 

3,444,864 

2,894,296 

Co.  and  Subs . 

32,726,800 

35,224,639 

Total  Indebtedness.... 

$60,493,557 

$  82,855,378 

Current  Liabilities . 

$  7,141,579 

$  6,914,508 

Deferred  Liabilities . 

61,695 

288,935 

Deferred  Income  (contra).. 

268,550 

— 

Unredeemed  Tickets  . 

Matured  Bond  Interest  and 

454,626 

504,070 

Dividends  . 

25 

991 

Retirement  Reserve  . 

27,716,817 

28,635,713 

Other  Reserves . . 

3,299,484 

3,299,484 

Notices  and  Orders  of  December  5, 191f6.  59a 


Liabilities 

Corporate 

Consolidated 

i 

Contributions  in  Aid  of  Con- 

struction  . 

$  7,263 

$  252,795 

Minority  Interest  in  Subsid- 

iaries  . 

— 

2,964 

5%  Cum.  Preferred  Stock 

($50  par)  . 

2,500,000 

2,500,000 

7  7  i 

Common  Stock  ($50  par).... 

2,500,000 

2,500,000 

Capital  Stock  of  Subsid- 

iaries  . 

— 

27,695,920 

Surplus  ( deficit ) . 

(36,242,483) 

(34,754,416) 

Total  Liabilities  . 

$68,201,117 

$120,696,342 

13.  The  following  table  presents  the  capitalization^ 
including  surplus,  of  the  electric  and  gas  utility  subsidy 
aries  of  Philadelphia  Company  at  December  31,  1945: 

j 

i 

Pittsburgh  & 


Duquesne 

% 

W.  Va.  Gas 

% 

Funded 

Debt 

$  70,000,000 

43.1% 

$  - 

_ 

Pref. 

Stock 

27,500,000 

17.0 

_ 

_ 

Common 

Stock 

$  56,813,120 

35.0% 

$  8,600,000 

33.0% 

Earned 

Surplus 

8,025,207 

4.9 

15,792,483 

60.7 

Capital 

Surplus 

_ 

— 

1,657,343 

6.3 

Subtotal  $  64,838,327 

39.9% 

$26,049,826 

100.0% 

Total 

$162,338,327  100.0% 

$26,049,826 

100.0% 

l 

I 


I 
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Kentucky  W.  Equitable 


Va.  Gas 

% 

Gas 

% 

Funded 

Debt 

$ 

— 

— 

$39,732,394 10 

1253.2% 

Pref. 

Stock 

8,345,000 

74.0% 

— 

— 

Common 

Stock 

$ 

1,304,715 

11.5% 

$  3,300,000 

104.1% 

Earned 

Surplus 

1,636,838 

14.5 

(39,861,974) 

(1257.3) 

Capital 

Surplus 

— 

— 

— 

— 

Subtotal  $ 

2,941,553 

26.0% 

($36,561,974) 

(1153.2%) 

Total 

$  11,286,553  100.0% 

$  3,170,420 

100.0% 

14.  The  property  accounts  and  applicable  deprecia¬ 
tion  reserves  of  the  principal  subsidiaries  of  Philadelphia 
Company  at  December  31,  1945,  were  as  follows: 


%  of 

Total  Reserve  Reserve 

Plant  for  to  Plant 

Subsidiaries  Account  Depreciation  Account 

Duquesne  . $182,597,017  $34,353,678  18.8% 

Pittsburgh  and  W. 

Va.  Gas  .  21,530,247  13,577,334  63.3  % 

Equitable  Gas  .  45,411,582*  20,390,232  45.0% 

Kentucky  W.  Va. 

Gas  .  25,541,064  15,220,481  59.7% 

Pittsburgh  Rail¬ 
ways  System....  98,181,287  28,635,713  29.2% 


*  Includes  gas  properties  leased  from  Philadelphia  Co. 

1  Represented  by  6%  open  account  debt  owed  to  affiliated 
companies,  $19,809,129  owed  to  Pittsburgh  &  West  Virginia 
Gas  and  $19,923,265  to  Philadelphia  Company. 


I 
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15.  Philadelphia  Company  has  obtained  most  of  its 
corporate  income  in  recent  years  in  the  form  of  dividend 
income  from  Duquesne  and  rental  income  from  Equitably 
Gas,  as  shown  in  the  following  table: 


Year 

Dividends 

from 

Duquesne 

Lease 

Rental 

from 

Equitable 

Gas 

ATI  Other 

1 

i 

i 

i 

Total  i 
Revenues 

1945 

$8,180,746 

$2,894,887 

$1,285,504 

$12,361,137 

1944 

8,396,029 

2,897,033 

787,222 

12,080,284 

1943 

8,611,312 

2,720,909 

578,058 

11,900,379 

1942 

8,611,312 

2,639,339 

544,430 

11,795,081 

1941 

8,396,029 

2,100,052 

669,239 

11,089,319 

t 


16.  The  following  table  presents  the  average  con¬ 
solidated  gross  operating  revenues  of  Philadelphia  Comj 
pany  and  its  utility  subsidiaries  (excluding  the  Pitts¬ 
burgh  Railways  System )  for  the  period  1941  to  1945  and 
the  percentage  relationship  of  type  of  revenues  to  total 
revenues :  j 


Electric  . $41,776,091  71.2%'i 

Gas  .  15,885,644  27.1  j 

Steam  .  914,103  1.6  j 

Oil  .  134,779  .1  ; 


Total  Gross  Operating  Revenues  $58,710,617  100.0% 


17.  The  following  table  presents  the  average  gross 
income,  income  deductions,  net  income  Preferred  Stock 
dividend  requirements  and  balance  available  for  Com-; 
mon  Stock  for  the  period  1941  to  1945,  inclusive,  of  the 
utility  subsidiaries  of  Philadelphia  Company  on  a  cor-  j 
porate  basis  and  of  Pittsburgh  Railways  System  on  a; 
consolidated  basis:  i 


I 


62a  Notices  and  Orders  of  December  5, 19  ^6 


CSJ 

© 

co 

© 

<55 

co 

CSJ 

© 

in 

s 

in 

05 

© 

~ 

V. 

s 

55 

iH 

CD 

in 

55 

P 

Jg 

O 

CSJ 

© 

© 

00 

55 

?a 

o 

Ho 

CQ 

00 

b- 

r>^ 

Hj< 

CQ 

O 

co 

co 

iH 

© 

© 

o 

o 

*K> 

i 

<£> 

•S 

C0 

Ho 

o 

o 

© 

CQ 

•8 

M 

»*> 

lO 

1 

in 

"55 

On 

55 

{K 

t- 

00 

1 

1 

CSJ 

in 

Oh 

Q  03 

tH 

co- 

csx 

© 

CO 

© 

o 

CO 

CSJ 

© 

io 

t- 

in 

05 

CO 

HO 

■*'-s 

<*» 

© 

CO 

in 

CO 

o 

© 

© 

© 

© 

fe; 

o 

i — > 

rH 

t- 

© 

© 

iH 

iH 

CO 

co 

r* 

CSJ 

t- 

00 

CSJ 

/-S 

t- 

T— 1 

© 

00 

r-O 

Cs 

o 

HO 

CN 

csj 

00 

00 

in 

©~ 

© 

C5 

V 

S 

© 

© 

<*• 

cy 

'e 

co 

in 

CD 

esf 

r-t 

Q 

CO 

Hf 

CO 

© 

© 

05 

CO 

© 

CSJ 

Co 

© 

t- 

CSJ 

© 

CQ 

o 

o 

e> 

in 

© 

C5 

CO 

© 

© 

tH 

© 

>r 

£ 

© 

t- 

CSJ 

© 

CO 

:  oi 

a 

;  O 

:  d 

:  > 


o> 

C 

05 

CD 

3 

© 

Q 


^  :  05 

>  cd 

4  I  ° 

jO  oi 

&C  ®  > 

|  2  & 

05  *2 

+->  3 

.ti  c1  >> 

d.  H  W 


Pittsburgh  Rys.  System....  2,466,598  33,706,485  (1,239,887) 
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18.  The  corporate  and  consolidated  net  income  of 
Philadelphia  Company,  the  Preferred  Stock  dividend  re¬ 
quirements  of  Philadelphia  Company,  and  the  balance  of 
net  income  applicable  to  its  Common  Stock  on  a  corpo¬ 
rate  and  consolidated  basis  and  the  amount  of  Common 
Stock  dividends  paid  from  1941  through  1945  are  shown 
in  the  following  table:  i 
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railway  subsidiaries  of  Philadelphia  Company. 
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19.  The  consolidated  capitalization  including  sur¬ 
plus  of  Philadelphia  Company  and  its  subsidiaries  (other 
than  Pittsburgh  Railways  System  Companies)  at  De¬ 
cember  31, 1945  (as  adjusted  to  reflect  Preferred  Stocks 
at  their  liquidating  value),  and  adjusted  to  eliminate 
known  amounts  of  excess  over  original  cost  of  utility 
plant  was  as  follows: 

i 

i 

i 

I 

j 

i 

I 

i 
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Per  Books 

December  SI,  19^5  Per  Books- Adjusted 
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20.  Recapitulating  certain  pertinent  facts  from  the 
foregoing,  it  appears  that  Standard  Power,  Standard 
Gas,  and  Philadelphia  Company  directly  or  indirectly 
own,  control,  or  hold  with  power  to  vote,  various  assets, 
or  securities  representing  assets,  including  the  follow¬ 
ing: 

(a)  Electric  utility  assets,  serving  electricity  in  and 
around  the  City  of  Pittsburgh,  Pennsylvania  (directly 
owned  by  Duquesne  Light  Company)  which  electric 
properties  have  previously  been  found  by  the  Commis¬ 
sion  to  constitute  a  single  integrated  electric  utility 
system;13 

(b)  Gas  utility  assets  in  and  around  the  City  of 
Pittsburgh  and  elsewhere  in  Pennsylvania,  West  Vir¬ 
ginia,  and  eastern  Kentucky  ( owned  directly  as  to  vari¬ 
ous  portions  by  Philadelphia  Company,  Equitable  Gas 
Company,  Pittsburgh  and  West  Virginia  Gas  Company, 
and  Kentucky  West  Virginia  Gas  Company),  concerning 
which  gas  utility  assets  no  finding  has  been  made  by  the 
Commission  with  respect  to  how  many  integrated  gas 
utility  systems  are  included  therein,  nor  as  to  the  extent, 
if  any,  to  which  such  gas  utility  properties  may  be  re¬ 
tained,  together  with  each  other  or  with  any  other 
properties; 

(c)  Assets  used  in  businesses  other  than  electricity 
and  gas,  including  street  railway,  steam  heat,  oil,  steam 
railway,  appliance  sales,  servicing  of  automotive  equip¬ 
ment,  and  real  estate,  located  in  Pennsylvania  and  West 
Virginia,  and  operated  through  various  subsidiaries,  con¬ 
cerning  which  no  findings  have  been  made  by  the  Com¬ 
mission  as  to  the  retainability  together  with  other 
properties. 

1  standard  Power  and  Light  Corporation,  et  al.,  9  SEC 
862  (1941). 
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21.  The  foregoing  allegations,  and  the  facts  other+ 
wise  disclosed  to  the  Commission  in  the  course  of  it^ 
investigation  hereinbefore  referred  to,  indicate  or  tend 
to  indicate  that  the  corporate  structure  of  each  of  the 
holding  company  systems  of  Standard  Power,  Standard 
Gas,  and  Philadelphia  Company  is  unduly  and  unneces¬ 
sarily  complicated,  and  that  voting  power  is  inequitably 
distributed  among  the  security  holders  of  each  such 
holding  company  system,  particularly  in  that: 

I 

i 

(a)  The  continued  existence  of  said  holding  conn 

panies,  and  of  Pittsburgh  and  West  Virginia  Gas  Com¬ 
pany,  a  holding  company  which  is  a  subsidiary  of  Phila¬ 
delphia  Company,  violates  the  second  sentence  of  Section 
11(b)  (2),  commonly  referred  to  as  the  “Great  Grand¬ 
father  Clause” ;  I 

(b)  The  present  capital  structure  of  Philadelphia 
Company,  which  includes  in  substantial  amounts  two 
classes  of  debt  securities  and  three  different  classes  of 
'referred  stock,  of  which  several  are  non-callable  issues,; 

•  unduly  and  unnecessarily  complicated,  and  results  in 
n  unfair  and  inequitable  distribution  of  voting  power 
mong  security  holders  of  Philadelphia  Company  and 
.f  various  other  companies  in  its  holding  company 
system ; 

! 

(c)  The  continued  existence  of  the  guarantee  ar- 
'angements,  under  which  Philadelphia  Company  has 
guaranteed  certain  obligations  of  various  of  its  subsidi-  i 
.ries  and  of  certain  other  so-called  “underlier”  compa-i 

’  lies  in  the  Pittsburgh  Railways  system,  constitutes  an 
undue  and  unnecessary  complexity  in  the  corporate! 
structure  of  Philadelphia  Company; 

(d)  The  present  arrangement,  under  which  the 
/arious  transportation  properties  of  the  Pittsburgh 
Railways  system  are  owned  by  fifty-four  different  cor- 


i 

! 

l 
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porations  under  a  system  of  leases  and  other  operating 
agreements,  is  unduly  and  unnecessarily  complicated; 


(e)  The  existence  of  substantial  amounts  of  senior 
securities  of  Philadelphia  Company,  a  holding  company, 
creates  undue  leverage  and  results  in  an  unfair  and  in¬ 
equitable  distribution  of  voting  power  among  security 
holders,  whereby  control  of  properties  of  great  value  is 
vested  in  securities  representing  a  disproportionate 
small  investment; 


(f)  The  arrangement  pursuant  to  which  Philadel¬ 
phia  Company  owns  certain  gas  utility  assets  which  are 
leased  to  and  operated  by  Equitable  Gas  Company,  and 
the  existence  of  the  large  open  account  on  the  books  of 
Equitable  Gas  Company  in  favor  of  Philadelphia  Com¬ 
pany  and  Pittsburgh  and  West  Virginia  Gas  Company, 
bearing  6%  interest,  constitutes  an  undue  and  unneces¬ 
sary  complexity  in  the  corporate  structure  of  the  holding 
company  system,  and  results  in  unfair  and  inequitable 
distribution  of  voting  power. 


22.  The  foregoing  allegations,  and  the  facts  other¬ 
wise  disclosed  to  the  Commission  in  the  course  of  its 
investigation  hereinbefore  referred  to,  indicate  or  tend 
to  indicate  that: 

(a)  The  various  gas  utility  properties  owned  or 
controlled  by  Philadelphia  Company  and  other  respond¬ 
ents  cannot  be  retained  together  with  any  of  the  elec¬ 
tric  properties  owned  by  such  companies  under  the 
standards  of  Section  11(b)(1),  particularly  clauses  (A) 
and  (C)  thereof; 

(b)  The  continued  combination  of  all  such  electric 
and  gas  properties,  and  their  retention  under  the  control 
of  Standard  Power,  Standard  Gas,  or  Philadelphia  Com¬ 
pany,  is  so  large  as  to  impair  the  advantages  of  localized 
management,  efficient  operation,  and  the  effectiveness 


I 
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i 

of  regulation,  and  in  particular  the  continuance  of  con¬ 
trol  over  the  local  operations  of  Duquesne  Light  Com¬ 
pany,  Equitable  Gas  Company  and  other  operating 
utility  companies,  by  Standard  Power,  Standard  Gas, 
and  various  individuals  constituting  the  managements 
of  said  companies  and  of  Philadelphia  Company,  who 
reside  or  have  their  principal  places  of  business  in  New 
York,  New  York,  and  Chicago,  Illinois; 

(c)  The  various  businesses  other  than  electric  and 
gas  properties,  hereinbefore  referred  to,  cannot  be  re¬ 
tained  as  reasonably  incidental  or  economically  neces¬ 
sary  or  appropriate  to  the  operations  of  either  the  elec¬ 
tric  or  gas  utility  properties,  with  the  possible  exception 
of  the  steam  heat,  steam  railway,  appliance  sales,  and 
servicing  of  automotive  equipment. 

(d)  The  continued  existence  of  Philadelphia  Com¬ 
pany  is  an  undue  and  unnecessary  complexity  in  the  cor^ 
porate  structure  of  the  holding  company  systems  of 
which  it  is  a  part,  and  results  in  an  unfair  and  in¬ 
equitable  distribution  of  voting  power  among  security 
holders  of  companies  in  such  holding  company  systemsi 

III  ! 

i 

The  Commission  having  previously,  in  proceedings 
in  Standard  Power  and  Light  Corporation  and  Standard^ 
Gas  and  Electric  Company ,  et  al.  (File  No.  59-9),  re¬ 
ceived  certain  evidence  with  respect  to  the  holding  com4 
pany  systems  of  Standard  Power  and  Light  Corpora¬ 
tion,  Standard  Gas  and  Electric  Company,  and  Phila^ 
delphia  Company,  including  evidence  with  respect  to 
the  electric  utility  assets  of  Duquesne  Light  Company 
and  the  gas  utility  assets  of  Philadelphia  Company  and 
certain  of  its  subsidiaries,  and  the  Commission  having 
on  August  8,  1941  issued  its  Findings  and  Opinion: 

( 9  S.E.C.  862 )  in  which  it  was  found,  among  other  things; 

i 

i 

I 

I 

) 

i 

i 


i 
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that  the  electric  utility  assets  of  Duquesne  Light  Com¬ 
pany  constituted  an  integrated  public  utility  system  as 
defined  in  Section  2(a)  (29)  (A)  of  the  Act,  and  the 
Commission  having  entered  our  order  directing  that 
Standard  Gas  and  Electric  Company  divest  itself  of  vari¬ 
ous  of  its  holdings  in  its  subsidiaries  pursuant  to  the 
provisions  of  Section  11(b)(1)  of  the  Act,  but  having 
reserved  jurisdiction  over  such  other  questions  as  might 
be  presented  under  Section  11(b)(1)  of  the  Act  with 
respect  to  the  gas  properties  and  other  holdings  of 
Philadelphia  Company  and  its  subsidiaries;  and 

It  appearing  that  consideration  should  be  given  at 
this  time  to  the  disposition  of  such  other  issues  pursuant 
to  Section  11(b)  ( 1 ) ,  with  respect  to  what  steps  should 
be  taken  by  Standard  Power  and  Light  Corporation, 
Standard  Gas  and  Electric  Company,  and  Philadelphia 
Company,  with  particular  reference  to  the  holdings  of 
Standard  Power  and  Light  and  Standard  Gas  and  Elec¬ 
tric  Company  in  Philadelphia  Company  and  the  holdings 
of  Philadelphia  Company  in  subsidiaries  of  the  latter 
Company,  pursuant  to  the  jurisdiction  heretofore  re¬ 
served  in  said  order  dated  August  8,  1941 ;  and 

It  appearing  further  that  the  proceedings  hereby 
instituted  pursuant  to  Section  11(b)  ( 2 )  are  related 
to  and  contain  common  questions  of  law  and  fact  with 
the  proceedings  previously  instituted  and  pending  pur¬ 
suant  to  Section  11(b)(1)  (File  No.  59-9),  that  the 
evidence  heretofore  taken  in  said  latter  proceedings 
should  be  considered  to  the  extent  material  and  relevant 
in  said  proceedings  pursuant  to  Section  11(b)  ( 2 ) ,  sub¬ 
ject  to  the  right  of  any  interested  person  to  object  to 
the  consideration  of  such  evidence  for  good  cause  shown, 
and  to  supplement  such  evidence  as  may  be  appropriate ; 
and  that,  accordingly,  the  aforesaid  proceedings  hereby 
instituted  pursuant  to  Section  11(b)  (2)  may  properly 
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be  consolidated  with  the  proceedings  previously  instil 
tuted  and  pending  pursuant  to  Section  11(b)(1). 

! 

It  appearing  to  the  Commission,  on  the  basis  of  the 
allegations  hereinbefore  set  forth,  that  the  corporate 
structure  of  the  holding  company  system  of  which 
Philadelphia  Company  is  a  part  is  unduly  and  unneces¬ 
sarily  complicated,  that  voting  power  is  unfairly  and 
inequitably  distributed  among  the  security  holder? 
thereof,  and  that  proceedings  should  be  instituted  under 
Section  11(b)  (2)  of  the  Act  with  respect  to  the  holding 
company  system  of  Philadelphia  Company  and  its  sub-1 
sidiaries;  and 

It  further  appearing  to  the  Commission  that  the 
various  guarantees  of  Philadelphia  Company  and  Fort 
Pitt  Traction  Company,  under  the  various  leases  and 
agreements  relating  to  the  Pittsburgh  Railways  system,! 
mentioned  above,  are  an  unnecessary  complexity  in  the! 
corporate  structure  of  Philadelphia  Company  and  that! 
a  disposition  of  the  corporate  problems  presented  by 
such  guarantees,  on  a  fair  and  equitable  basis,  would 
facilitate  the  reorganization  proceedings  of  Pittsburgh 
Railways  now  pending; 

Wherefore,  It  Is  Ordered  that  proceedings  be  and 
the  same  are  hereby  instituted  under  Section  11(b)  ( 2 ) 
of  the  Act  with  respect  to  Philadelphia  Company  and 
each  of  the  subsidiaries  of  Philadelphia  Company  here¬ 
inbefore  named.  There  are  hereby  made  respondents 
in  this  proceeding  Philadelphia  Company;  its  parents,; 
Standard  Power  and  Light  Corporation  and  Standard 
Gas  and  Electric  Company,  each  of  the  subsidiaries  of 
Philadelphia  Company  (direct  or  indirect)  hereinbefore 
named,  other  than  Pittsburgh  Railways  Company  and' 
subsidiaries  and  the  street  railway  subsidiaries  of  Phila- ! 
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delphia  Company.  Said  respondents  shall  file  with  the 
Secretary  of  the  Commission,  on  or  before  fifteen  days 
prior  to  the  date  hereinbefore  fixed  for  said  hearing, 
their  joint  or  several  answers  in  the  form  prescribed 
by  Rule  U-25,  admitting,  denying,  or  otherwise  explain¬ 
ing  their  respective  positions  as  to  each  of  the  allega¬ 
tions  set  forth  in  paragraphs  1  through  22  hereof.  Any 
such  answer  filed  by  any  respondent  which  is  a  regis¬ 
tered  holding  company  may  include  a  statement  by  such 
respondent  of  its  views  as  to  what  steps  are  necessary 
and  which  respondents  are  prepared  to  take  to  ensure 
that  the  corporate  structure  or  continued  existence  of 
any  company  in  the  holding  company  system  or  systems 
of  which  it  is  a  part  does  not  unduly  or  unnecessarily 
complicate  the  structure,  or  unfairly  and  inequitably 
distribute  voting  power  among  security  holders  of  such 
holding  company  system  or  systems.  Any  such  answer 
may  also  include  a  statement  of  views  as  to  what  action 
should  be  taken  by  Philadelphia  Company  and  Fort  Pitt 
Traction  Company  for  the  satisfaction  on  a  fair  and 
equitable  basis  of  the  rights  of  the  holders  of  obliga¬ 
tions  guaranteed  by  them. 

It  Is  Further  Ordered  that  the  said  proceedings 
hereby  instituted  under  Section  11(b)(2)  of  the  Act 
be  and  are  hereby  consolidated  with  the  proceedings 
previously  instituted  pursuant  to  Section  11(b)(1)  of 
the  Act  with  respect  to  Standard  Power  and  light  Cor¬ 
poration,  Standard  Gas  and  Electric  Company,  and  their 
subsidiaries  (File  No.  59-9),  and  that  the  evidence  here¬ 
tofore  taken  in  said  proceedings  pursuant  to  Section  11 
(b)  (1)  shall  be  considered  to  the  extent  material  and 
relevant  in  these  consolidated  proceedings,  subject  to 
the  right  of  any  interested  person  to  object  to  the  con¬ 
sideration  of  such  evidence  for  good  cause  shown,  and 
to  supplement  such  evidence  as  may  be  appropriate. 
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It  Is  Further  Ordered  that  a  hearing  under  the 
applicable  provisions  of  the  Act  and  the  Rules  of  the 
Commission  be  held  on  the  21st  day  of  January,  1947J, 
at  10:00  A.M.,  E.S.T.,  in  Room  318  of  the  offices  of  the 
Securities  and  Exchange  Commission,  18th  and  Locust 
Streets,  Philadelphia  3,  Pennsylvania,  at  which  time  re¬ 
spondents  and  any  other  interested  persons  will  be  heard 
with  respect  to  the  matters  and  questions  hereinafter 
set  forth.  The  Public  Utilities  Division  has  requested 
that  the  hearing  officer,  in  accordance  with  the  last  para¬ 
graph  of  Rule  m  of  the  Rules  of  Practice,  as  soon  as 
possible  after  the  opening  of  said  hearing,  call  a  conf- 
ference  of  the  parties  for  the  purpose  of  specifying  and 
agreeing  on  the  procedural  steps  to  be  followed  in  said 
proceeding  as  specified  in  Rule  ni(e)  of  such  Rule^, 
including  therein  the  recommended  disposition  of  any 
issues  that  appear  to  be  without  substantial  basis  of 
controversy,  the  simplification  of  other  issues,  and  the 
order  of  presentation  of  evidence  deemed  most  conducive 
to  an  orderly  and  expeditious  proceeding.  The  hearing 
for  the  taking  of  evidence  in  such  proceedings  shall,  unj- 
less  otherwise  directed  by  the  hearing  officer,  be  conf 
vened  at  2:00  P.M.  on  the  aforesaid  day. 

It  Is  Further  Ordered  that  the  specific  matters 
of  fact  and  law  to  be  considered  and  determined  at  said 
hearing  (subject  to  such  amendment  as  may  hereafter 
be  made  and  subject  to  the  consideration  and  determina¬ 
tion  of  such  other  issues  as  may  be  raised  by  interested 
parties),  are  the  following: 

(a)  Whether  the  gas  utility  assets  owned  or  corn 
trolled  by  Philadelphia  Company  (directly  or  through 
subsidiaries)  constitute  a  single  integrated  gas  utility 
system  or  systems; 

i 

(b)  Whether  more  than  one  of  the  various  electrid 
and  gas  utility  systems  owned  or  controlled  by  Philat 

i 

i 

i 

•  i 
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delphia  Company  (directly  or  through  subsidiaries)  may 
be  retained  under  common  control  by  Philadelphia  Com¬ 
pany  or  any  of  its  subsidiaries  under  the  provisions  of 
Section  11(b)(1)  of  the  Act,  especially  clauses  ( A )  and 
(C)  thereof; 

(c)  Whether  the  non-utility  businesses  conducted 
by  the  subsidiaries  of  Philadelphia  Company  are  reason¬ 
ably  incidental  or  economically  necessary  or  appropri¬ 
ate  to  the  operations  of  any  single  integrated  public 
utility  system  or  systems  retainable  under  the  control 
of  Philadelphia  Company; 

(d)  What  action  is  necessary  to  be  taken  by  Phila¬ 
delphia  Company  and  by  each  of  its  subsidiaries  to  limit 
its  operations  to  those  of  a  single  integrated  public 
utility  system,  together  with  such  additional  utility  sys¬ 
tems,  and  other  businesses,  if  any,  as  are  retainable 
under  the  standards  of  Section  11(b)(1)  of  the  Act; 

(e)  What  steps  are  necessary  and  should  be  re¬ 
quired  to  be  taken  by  such  of  the  respondents  as  are 
registered  holding  companies  to  cause  any  such  holding 
company  to  cease  to  be  a  holding  company  with  respect 
to  each  of  its  subsidiary  companies  which  itself  has  a 
subsidiary  which  is  a  holding  company,  as  required  by 
the  second  sentence  of  Section  11(b)(2)  of  the  Act;  and 

(f)  What  steps  are  necessary  and  should  be  re¬ 
quired  to  be  taken  by  Philadelphia  Company  and  by  each 
of  the  respondents  to  eliminate  various  complexities  in 
the  corporate  structure  of  the  holding  company  system 
of  Philadelphia  Company,  and  to  bring  about  a  fair  and 
equitable  distribution  of  voting  power  among  security 
holders  of  such  holding  company  system,  including  the 
elimination  of  the  following  complexities  in  the  corpo¬ 
rate  structure  of  such  holding  company  system: 

(i)  The  ownership  by  Philadelphia  Company 
of  gas  utility  properties  not  operated  by  Philadel- 
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phia  Company  but  leased  to  Equitable  Gas  Com¬ 
pany; 

i 

(ii)  The  existence  of  large  open  accounts  and 
other  interaffiliate  relationships  and  transactions, 
especially  those  open  accounts  on  the  books  of 
Equitable  Gas  Company  in  favor  of  its  parent  com¬ 
panies,  Philadelphia  Company  and  Pittsburgh  and 
West  Virginia  Gas  Company; 

(iii)  The  existence  of  unduly  large  amounts  of 
debt  and  preferred  stock  of  Philadelphia  Company ; 

(iv)  The  division  of  the  ownership  of  the  pre¬ 
ferred  and  common  stocks  of  Kentucky  West  Vir¬ 
ginia  Gas  Company  by  Louisville  Gas  and  Electric 
Company  of  Kentucky  and  Philadelphia  Company ; 

(v)  The  existence  of  the  guarantees  by  Phila¬ 
delphia  Company  of  the  obligations  of  certain  of  its 
street  railway  subsidiaries  under  various  leases, 
pursuant  to  which  guarantee  Philadelphia  Company 
is  obligated  to  pay  certain  sums  of  moneys  each 
year  in  the  form  of  annual  rental  covering  the  use 
of  street  railway  properties  and  franchises,  such 
guarantees  by  Philadelphia  Company  relating  to 
the  payment  of  interest  on  the  bonds  of  certain 
lessor  companies  and  dividends  on  stocks  as  well 
as  certain  taxes,  as  more  specifically  set  forth  in 
the  lease  agreements  between  Suburban  Rapid 
Transit  Street  Railway  Company  and  Consolidated 
Traction  Company,  between  Monongahela  Street; 
Railway  Company  and  Consolidated  Traction  Com-; 
pany  and  between  Pittsburgh  &  Birmingham  Trac-j 
tion  Company  and  United  Traction  Company  of 
Pittsburgh,  the  performance  under  such  leases  by 
Consolidated  Traction  Company  and  United  Trac¬ 
tion  Company  of  Pittsburgh  being  guaranteed  by 
their  parent,  Philadelphia  Company. 

i 
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(vi)  The  existence  of  the  guarantee  by  Phila¬ 
delphia  Company  of  the  payment  of  principal  and 
interest  on  $1,968,000  of  5%  General  Mortgage 
Bonds  of  Pittsburgh  Railways  Company. 

(vii)  The  existence  of  the  guarantee  by  Fort 
Pitt  Traction  Company,  under  lease  agreements 
with  Allegheny  Traction  Company  and  Citizens 
Traction  Company,  under  which  Fort  Pitt  Traction 
Company  is  obligated  to  pay  a  specified  rental  and 
to  pay  principal  and  interest  on  the  lessors’  bonds 
and  principal  and  interest  on  bonds  of  the  lessors’ 
subsidiaries,  namely,  Millvale,  Etna  &  Sharpesburgh 
Street  Railway  Company  and  Penn  Street  Railway 
Company. 

It  Is  Further  Ordered  that  Richard  Townsend  or 
any  other  hearing  officer  or  hearing  officers  of  the  Com¬ 
mission  designated  by  it  for  that  purpose  shall  preside 
at  the  hearings  in  such  matter.  The  hearing  officer  so 
designated  to  preside  at  any  such  hearing  is  hereby 
authorized  to  exercise  all  powers  granted  to  the  Com¬ 
mission  under  Section  18(c)  of  said  Act  and  to  a  hearing 
officer  under  the  Commission’s  Rules  of  Practice. 

It  Is  Further  Ordered  that  at  said  hearing  re¬ 
spondents  shall  show  cause  why  an  order  should  not 
be  entered  pursuant  to  Section  11(b)(2)  of  said  Act 
directing  that  Philadelphia  Company  (unless,  in  the  an¬ 
swer  filed  as  hereinbefore  provided,  it  shall  elect  to  divest 
itself  of  all  its  electric  properties  and  to  continue  in 
business  only  as  a  gas  utility  company)  liquidate  and 
dissolve. 

It  Is  Further  Ordered  that  any  person  desiring 
to  be  heard  in  connection  with  these  proceedings  or  pro¬ 
posing  to  intervene  herein  shall  file  with  the  Secretary 
of  the  Commission,  not  later  than  two  days  prior  to  the 
date  hereinbefore  fixed  as  the  date  for  said  hearing, 
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his  request  or  application  therefor,  as  prescribed  by 
Rule  XVH  of  the  Rules  of  Practice  of  the  Commission. ! 
Such  request  shall  set  forth  the  nature  of  the  applicant’s 
interest  in  the  proceedings,  his  reasons  for  requesting 
to  be  heard  or  to  intervene,  which  of  the  allegations  and 
issues,  as  set  forth  in  Sections  1,  2,  3  and  4  hereof,  appli-  j 
cant  proposes  to  controvert,  together  with  a  statement  j 
of  any  additional  issues  which  the  applicant  proposes  to  j 

raise  with  respect  to  the  proceedings  herein  instituted.  I 

| 

It  Is  Further  Ordered  that  the  Secretary  of  the  ! 
Commission  shall  serve  notice  of  the  hearing  aforesaid  j 
by  mailing  a  copy  of  this  Notice  and  Order  of  Hearing  | 
by  registered  mail  to  Philadelphia  Company,  to  Stand¬ 
ard  Power  and  Light  Corporation,  to  Standard  Gas  and 
Electric  Company,  to  each  of  the  subsidiaries  of  Phila¬ 
delphia  Company  named  in  Paragraph  (2),  supra,  the  I 
i  Mayor  of  the  City  of  Pittsburgh,  Pennsylvania,  to  the  i 
Public  Utility  Commission  of  Pennsylvania,  to  the  Pub-  ! 
lie  Service  Commission  of  Kentucky,  to  the  Public  Serv- 1 
ice  Commission  of  West  Virginia,  to  the  Federal  Power 
Commission,  to  the  Trustees  of  Pittsburgh  Railways  ! 
Company,  to  Pittsburgh  &  Birmingham  Traction  Com-  j 
pany,  Pittsburgh  &  Birmingham  Passenger  Railroad  | 
Company,  Brownsville  Avenue  Street  Railway  Company,  i 
The  South  Side  Passenger  Railroad  Company,  West 
Liberty  Street  Railway  Company,  Birmingham,  Knoxville 
and  Allentown  Traction  Company,  Mt.  Oliver  Incline 
i  Railway  Company,  Pittsburgh  Incline  Plane  Company, 
Monongahela  Street  Railway  Company,  Suburban  Rapid  j 
Transit  Street  Railway  Company,  Allegheny  Traction 
Company  and  Millvale,  Etna  and  Sharpesburgh  Street 
Railway  Company,  not  less  than  twenty  days  prior  to  I 
the  date  hereinbefore  fixed  as  the  date  of  hearing;  and  ! 
f  that  notice  of  said  hearing  is  hereby  given  to  Philadel-  i 
phia  Company  and  its  subsidiaries,  to  Standard  Power 
and  Light  Corporation,  to  Standard  Gas  and  Electric 
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Company,  to  their  security  holders,  and  to  all  consumers 
of  Philadelphia  Company  and  its  subsidiaries,  to  all 
states,  municipalities  and  political  subdivisions  of  states 
within  which  are  located  any  of  the  physical  assets  of 
said  companies  or  under  the  laws  of  which  any  of  said 
companies  are  incorporated,  to  all  state  commissions, 
state  security  commissions,  and  all  agencies,  authorities 
and  instrumentalities  of  any  state,  municipality,  or 
other  political  subdivision  having  jurisdiction  over 
Philadelphia  Company  or  its  subsidiaries  or  any  of  the 
businesses,  affairs  or  operations  of  any  of  them  and  to 
all  other  interested  persons,  such  notice  to  be  given  by 
a  general  release  of  the  Commission,  distributed  to  the 
press  and  mailed  to  the  mailing  list  for  releases  issued 
under  the  Public  Utility  Holding  Company  Act  of  1935; 
and  by  publication  of  this  Notice  and  Order  in  the  Fed¬ 
eral  Register  not  later  than  twenty  days  prior  to  the 
date  hereinbefore  fixed  as  the  date  of  hearing. 

By  the  Commission. 


Orval  L.  DuBois 

Secretary 


[seal] 
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PETITION  OF  PHILADELPHIA  COMPANY,  ET  AL., 
FOR  EXTENSION  OF  TIME  FOR  FILING  ANSWERS 
AND  FOR  EXTENSION  OF  TIME  FOR  HEARING. 


[Filed  with  the  Commission  January  2,  1947; 
Transcript  pages  13324-13332] 

( Caption  omitted ) 


To  the  Securities  and  Exchange  Commission  : 

Philadelphia  Company,  Duquesne  Light  Company, 
Equitable  Gas  Company,  Pittsburgh  and  West  Virginia 
Gas  Company,  Kentucky  West  Virginia  Gas  Company^ 
Allegheny  County  Steam  Heating  Company,  Cheswick 
and  Harmar  Railroad  Company,  The  Consolidated  Gas 
Company  of  the  City  of  Pittsburgh,  Equitable  Auto 
Company,  Equitable  Real  Estate  Company,  Equitably 
Sales  Company,  Finleyville  Oil  and  Gas  Company,  and 
Philadelphia  Oil  Company  (hereinafter  called  Petition¬ 
ers)  respectfully  request  the  Commission  to  extend  for 
a  period  of  at  least  sixty  (60)  days  the  time  for  filing 
their  joint  or  several  answers  required  to  be  filed  by  the 
Orders  issued  by  the  Commission  on  December  5,  1946, 
in  the  above-styled  proceedings,  and  to  extend  the  date 
for  hearing  fixed  in  said  Orders  for  a  period  of  at  least 
thirty  (30)  days  subsequent  to  the  date  to  be  fixed  for; 
filing  answers. 

In  support  of  this  Petition,  the  Petitioners  respect-  j 
fully  allege  and  show  that : 

1.  On  August  8,  1941,  In  the  Matter  of  Standard 
Power  and  Light  Corporation,  et  al.,  File  No.  59-9,  the  ! 
Commission  approved  a  plan  of  integration  proposed  by  i 
Standard  Gas  and  Electric  Company  under  which  Stand-  ; 
ard  Gas  proposed  to  dispose  of  all  its  holdings  except  its  > 
holdings  in  Philadelphia  Company  and  Public  Utility  j 
Engineering  and  Service  Corporation,  it  being  the  con-  j 
tention  of  Standard  Gas  in  said  plan  that  the  operations  j 
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of  the  Philadelphia  Company  system  are  confined  to  a 
single  integrated  public  utility  system  and  such  other 
businesses  as  are  reasonably  incidental  or  economically 
necessary  or  appropriate  to  the  operations  of  such  inte¬ 
grated  public  utility  system.  In  approving  said  plan,  the 
Commission  raised  no  objection  to  the  retention  of  Phila¬ 
delphia  Company  by  Standard  Gas  and  made  an  order 
providing  for  the  disposition  by  Standard  Gas  of  all  its 
holdings  other  than  its  holdings  in  Philadelphia  Com¬ 
pany  and  Public  Utility  Engineering  and  Service  Corpo¬ 
ration  ;  however,  the  Commission  made  no  findings  as  to 
how  much  of  the  properties  of  the  Philadelphia  Company 
system  could  be  retained  under  Section  11(b)(1)  of  the  j 
Public  Utility  Holding  Company  Act  of  1935,  the  record 
being  held  open  on  these  issues.  Petitioners  are  advised 
that  since  August  8,  1941,  Standard  Gas  has  taken,  and 
that  it  is  taking,  substantial  steps,  with  the  approval  of 
the  Commission,  to  carry  out  the  aforesaid  plan  of  inte¬ 
gration.  However,  Petitioners  are  advised  that  certain 
important  steps  remain  to  be  taken  before  the  Commis¬ 
sion’s  Order  of  August  8,  1941,  is  fully  complied  with. 
From  the  approval  of  Standard  Gas’  plan  on  August  8, 
1941,  until  a  short  time  prior  to  December  5,  1946,  it 
was  the  understanding  and  belief  of  the  Petitioners  that 
there  would  be  no  further  proceedings  under  Section 
11(b)  with  reference  to  the  holding  company  system  of 
Philadelphia  Company  until  Standard  Gas  had  fully  com¬ 
plied  with  the  Commission’s  Order  of  August  8,  1941, 
by  disposing  of  all  its  holdings  except  its  holdings  in 
Philadelphia  Company  and  Public  Utility  Engineering 
and  Service  Corporation.  Therefore,  until  shortly  before 
December  5, 1946,  Petitioners  had  no  occasion  to  consider 
many  of  the  questions  raised  by  the  Notices  and  Orders  ‘ 
of  that  date. 

2.  The  Notices  and  Orders  of  the  Commission,  dated 
December  5,  1946,  raise  many  substantial  and  complex 
questions,  the  disposition  of  which  may  have  a  vital 
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effect  on  the  Petitioners,  their  security  holders  and  con¬ 
sumers.  The  Petitioners  believe  and  aver  that  the  times 
prescribed  in  said  Orders  for  answer  and  hearing  do  not 
afford  them  adequate  time  within  which  to  develop  and 
correlate  all  of  the  facts  which  may  have  a  bearing  upon 
the  questions  presented  by  said  Notices  and  Orders,  to 
consider  such  questions,  and  to  determine  what  posi¬ 
tions  with  respect  to  such  questions  will  best  protect  the 
Petitioners,  their  security  holders  and  consumers.  In  corn 
nection  with  these  matters  the  Officers  of  Petitioners  will 
require  advice  and  assistance  of  counsel.  Furthermore, 
the  positions  to  be  taken  by  the  Petitioners,  as  well  a$ 
their  answers,  must  be  submitted  to  their  respective 
Boards  of  Directors  for  their  consideration,  determina¬ 
tion  and  authorization.  The  Petitioners  believe  and  aver 
that  the  extensions  of  time  herein  requested  will  provide 
the  minimum  period  of  time  required  to  enable  the  Peti¬ 
tioners  to  take  the  aforesaid  steps. 

Wherefore,  your  Petitioners  respectfully  request 
that  the  Commission  extend  for  a  period  of  at  least  sixty 
( 60 )  days  the  time  for  filing  answers  fixed  by  the  afore¬ 
said  Orders  of  the  Commission  dated  December  5,  1946, i 
and  that  the  Commission  extend  the  date  for  hearing! 
fixed  in  said  Orders  for  a  period  of  at  least  thirty  ( 30 ) 
days  subsequent  to  the  date  to  be  fixed  for  filing  answers 
(the  Petitioners  expressly  reserving,  and  refusing  to 
waive,  any  and  all  constitutional  and  legal  rights,  and 
particularly  all  rights  with  respect  to  questions  involv-  , 
ing  the  construction,  application  or  constitutionality  of 
Section  11  or  of  any  other  section  or  provision  of  the 
Public  Utility  Holding  Company  Act  of  1935,  and  of  any 
and  all  orders,  rules  and  regulations  of  the  Commission ) . 

Dated  December  30, 1946. 

(Signatures  and  verifications  omitted) 
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PETITION  OF  STANDARD  GAS  AND  ELECTRIC 
COMPANY  FOR  EXTENSION  OF  TIME  FOR 
FILING  ANSWER  AND  FOR  EXTENSION 
OF  TIME  FOR  HEARING. 


[Filed  with  the  Commission  January  2, 1947 ; 

Transcript  pages  13333-13339] 

( The  Petition  of  Standard  Gas  and  Electric  Com¬ 
pany  for  Extension  of  Time  for  Filing  Answer  and  for 
Extension  of  Time  for  Hearing,  dated  December  31, 1946, 
is  omitted  here  as  it  is  substantially  identical  with  the 
Petition  of  Philadelphia  Company,  et  al.,  for  Extension 
of  Time  for  Filing  Answers  and  for  Extension  of  Time 
for  Hearing,  printed  above. ) 


ORDER  POSTPONING  HEARING  AND 
EXTENDING  TIME  TO  ANSWER 


[Referred  to  at  Transcript  page  13340  and  included  in 
the  Certified  Transcript  as  Commission  Exhibit  A3; 

dated  January  3,  1947] 

( Caption  omitted ) 


The  Commission  having  on  the  5th  day  of  December, 
1946,  pursuant  to  Sections  11(b)  ( 1 )  and  11(b)(2)  of 
the  Public  Utility  Holding  Company  Act  of  1935,  issued 
a  notice  of  and  order  for  hearing  in  the  above-captioned 
consolidated  proceedings  and  having  ordered  that  such 
hearing  be  held  at  the  offices  of  the  Securities  and  Ex¬ 
change  Commission,  18th  and  Locust  Streets,  Philadel¬ 
phia,  Pennsylvania,  on  the  21st  day  of  January,  1947  and 
having  further  ordered  that  answers  herein  be  filed  on 
or  before  fifteen  days  prior  to  the  date  set  for  hearing; 
and 
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Philadelphia  Company  and  certain  of  its  subsidiary 
companies  and  Standard  Gas  and  Electric  Company,  re¬ 
spondents  herein,  having  on  January  2,  1947  filed  peti¬ 
tions  requesting  that  the  Commission  extend  for  a  period 
of  at  least  sixty  days  the  time  for  filing  answers  herein, 
and  postpone  the  date  for  hearing  for  a  period  of  at  least 
thirty  days  subsequent  to  the  date  to  be  fixed  for  filing 
answers,  and  Standard  Power  and  Light  Corporation, 
another  respondent  herein,  having  also  requested  an  ex¬ 
tension  of  time  for  the  filing  of  its  answer  herein;  and 

It  appearing  to  the  Commission  that  the  various 
petitions  do  not  show  sufficient  cause  for  the  granting 
of  the  continuance  for  the  periods  requested,  but  that 
it  is  appropriate  in  the  public  interest  that  some  exten¬ 
sion  of  time  be  granted  for  the  filing  of  answers  and  that 
the  said  hearing  be  postponed  to  the  extent  hereinafter 
ordered; 

It  Is  Ordered  that  the  time  for  filing  answers  in  this 
proceeding  be  and  is  hereby  extended  until  February  10, 
1947,  and  the  date  for  hearing  in  this  matter  be  and  is, 
hereby  postponed  to  February  25, 1947,  at  the  same  time 
and  place  heretofore  designated. 


By  the  Commission. 


[seal] 


I 


Orval  L.  DuBois, 
Secretary . 


i 

I 
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Order  of  February  7, 19Jf 7. 


MINUTE  MEMORANDUM  GRANTING  REQUEST  OF 
STANDARD  GAS  AND  ELECTRIC  COMPANY  FOR 
EXTENSION  OF  TIME,  DATED  FEBRUARY  7,  1947. 

[Transcript  page  13347] 

(Caption  omitted) 

In  the  matter  of  the  following  proceedings  pending 
under  the  Public  Utility  Holding  Company  Act  of  1935, 
the  Commission  granted  the  requests  of  Standard  Gas 
and  Electric  Company  and  Standard  Power  and  Light 
Corporation  for  an  extension  to  February  17,  1947,  of 
the  time  for  the  filing  of  their  answers : 

PHILADELPHIA  COMPANY 
AND  CERTAIN  OF  ITS 
SUBSIDIARY  COMPANIES 

STANDARD  POWER  AND 
LIGHT  CORPORATION 

STANDARD  GAS  AND 
ELECTRIC  COMPANY 

STANDARD  POWER  AND 
LIGHT  CORPORATION, 

STANDARD  GAS  AND 
ELECTRIC  COMPANY 
AND  SUBSIDIARY 
COMPANIES  THEREOF 

Orval  L.  DuBois 

Secretary 
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JOINT  AND  SEVERAL  ANSWER  OF  PHILADEL¬ 
PHIA  COMPANY,  ET  AL.,  TO  NOTICES  AND  ORDERS 
DATED  DECEMBER  5,  1946;  PLAN  OF  PHILADEL+ 
PHIA  COMPANY,  ET  AL.,  PURSUANT  TO  SECTION 
11(e)  OF  THE  PUBLIC  UTILITY  HOLDING  COM¬ 
PANY  ACT  OF  1935. 


[Filed  with  the  Commission  February  10,  1947 ; 
Transcript  pages  13355-13434] 
(Caption  omitted) 


Now  Come  Philadelphia  Company,  Duquesne  Light! 
Company,  Equitable  Gas  Company,  Pittsburgh  and  West  ; 
Virginia  Gas  Company,  Kentucky  West  Virginia  Gas' 
Company,  Allegheny  County  Steam  Heating  Company,! 
Cheswick  and  Harmar  Railroad  Company,  The  Consoli-, 
dated  Gas  Company  of  the  City  of  Pittsburgh,  Equitable : 
Auto  Company,  Equitable  Real  Estate  Company,  Equi-' 
table  Sales  Company,  Finleyville  Oil  and  Gas  Company, 
and  Philadelphia  Oil  Company  (hereinafter  sometimes 
collectively  called  Respondents ) ,  certain  of  the  respond¬ 
ents  named  in  the  notices  and  orders  issued  by  the  | 
Securities  and  Exchange  Commission  ( hereinafter  some- ; 
times  called  the  Commission )  on  December  5,  1946  in  j 
the  above-styled  proceedings,  and  jointly  and  severally  j 
make  answer  to  said  notices  and  orders,  as  follows:  j 

ADMISSIONS  AND  DENIALS 

1.  The  allegations  contained  in  paragraph  1  of  said  ! 
notices  and  orders  are  admitted,  except  that  it  is  denied  ; 
that  Philadelphia  Company  controls  15  direct  and  40 
indirect  subsidiaries.  For  further  answer  hereto  refer¬ 
ence  is  made  to  paragraph  4  of  this  answer.  It  is  denied 
that  6  of  the  subsidiaries  of  Philadelphia  Company  are  j 
public  utility  companies  within  the  meaning  of  Section  \ 
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2(a)(5)  of  the  Public  Utility  Holding  Company  Act  of 
1935  (hereinafter  called  the  Act),  although  it  is  ad¬ 
mitted  that  3  of  the  subsidiaries  of  Philadelphia  Com¬ 
pany,  namely  Duquesne  Light  Company,  Pittsburgh  and 
West  Virginia  Gas  Company  and  Equitable  Gas  Com¬ 
pany,  are  such  public  utility  companies. 

2.  The  allegations  contained  in  paragraph  2  of  said 
notices  and  orders  are  admitted  to  the  extent  that  they 
pertain  or  relate  to  any  of  the  Respondents. 

3.  The  allegations  contained  in  paragraph  3  of  said 
notices  and  orders  are  admitted  to  the  extent  that  they 
pertain  or  relate  to  any  of  the  Respondents. 

4.  The  allegations  contained  in  paragraph  4  of  said 
notices  and  orders  are  admitted,  except  as  hereinafter 
denied  or  qualified.  It  is  denied  that  the  table  in  said 
paragraph  4  correctly  shows  the  corporate  relationship 
to  each  other,  as  of  December  31,  1945,  of  the  compa¬ 
nies  listed  therein.  The  following  table  correctly  shows 
the  corporate  relationship  to  each  other,  as  of  Decem¬ 
ber  31,  1945,  of  the  companies  listed  in  the  table  set 
forth  in  paragraph  4  of  said  notices  and  orders  ( correc¬ 
tions  are  italicized)  : 


%  of 
Voting 

Name  of  Company  Control(  1) 


Standard  Power  and  Light  Corporation .  . 

Standard  Gas  and  Electric  Company .  35.W2) 

Philadelphia  Company .  96.8 

Duquesne  Light  Company .  100.0 

Allegheny  County  Steam  Heating 

Company  .  100.0 

Pittsburgh  and  West  Virginia  Gas 

Company  .  100.0 


I 
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%  of  j 
Voting  \ 

Name  of  Company  Control(  1 ) 


Philadelphia  Company  ( Cont’d ) 

Pittsburgh  and  West  Virginia  Gas 


Company  ( Cont’d )  i 

Equitable  Gas  Company .  100.0 

Philadelphia  Oil  Company .  100.0 

Finleyville  Oil  and  Gas  Company .  100.0 

Kentucky  West  Virginia  Gas  Com¬ 
pany  .  60.0 

The  Consolidated  Gas  Company  of 
the  City  of  Pittsburgh  (Inactive)..  71.17 

I 

Cheswick  and  Harmar  Railroad  Com¬ 
pany  .  100.0  | 

Equitable  Auto  Company .  100.0 

Equitable  Real  Estate  Company .  100.0 

Equitable  Sales  Company  (Inactive)  100.0 

Pittsburgh  Railways  Company .  100.0 

Allegheny,  Bellevue  and  Perrysville 

Railway  Company .  100.0 

The  Allenport  and  Roscoe  Electric 

Street  Railway  Company .  100.0 

Ben  Avon  and  Emsworth  Street 

Railway  Company .  100.0 

Bon- Air  Street  Railway  Company..  100.0 
Cedar  Avenue  Street  Railway  Com¬ 
pany  .  100.0 

East  McKeesport  Street  Railway 

Company  .  100.0 

Mt.  Washington  Street  Railway 

Company .  100.0 

Mt.  Washington  Tunnel  Com¬ 
pany  .  100.0 
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Name  of  Company 

Philadelphia  Company  (Cont’d) 
Pittsburgh  Railways  Company 
( Cont’d ) 

Pittsburgh,  Canonsburg  and  Wash¬ 
ington  Railway  Company . 

Pittsburgh  &  Charleroi  Street  Rail¬ 
way  Company . 

Pittsburgh  Motor  Coach  Company.. 

Superior  Avenue  &  Shady  Avenue 
Street  Railway  Company . 

United  Traction  Company  of  Pitts¬ 
burgh  . 

Federal  Street  and  Pleasant 
Valley  Passenger  Railway 

Company  . 

Glenwood  and  Dravosburg  Elec¬ 
tric  Street  Railway  Company 
The  McKeesport  and  Reynold- 
ton  Passenger  Railway  Com¬ 
pany  . 

The  Pittsburgh,  Allegheny  and 
Manchester  Traction  Com¬ 
pany  . 

Pittsburgh,  Allegheny  and 
Manchester  Passenger 

Railway  Company . 

Pittsburgh  Union  Passen¬ 
ger  Railway  Company.... 
Second  Avenue  Passenger  Rail¬ 
way  Company  . 

Second  Avenue  Traction  Com¬ 
pany  . 


%  of 
Voting 
Controlf  1) 


100.0 

100.0 

100.0 

100.0 

S9.75 

53.57 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 
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%Of  \ 
Voting  j 

Name  of  Company  Control(l) 

Philadelphia  Company  (Cont’d)  j 

Pittsburgh  Railways  Company 
( Cont’d ) 

United  Traction  Company  ( Cont’d ) 

The  Second  Avenue  Traction 


Company  .  100.0 

Washington  and  Canonsburg  Rail¬ 
way  Company  .  100.0 

West  End  Traction  Company .  100.0 


Pittsburgh,  Crafton  and  Mans¬ 
field  Street  Railway  Company..  100.0 
Pittsburgh,  Neville  Island  and 

Coraopolis  Railway  Company..  100.0 
Pittsburgh  and  West  End  Rail¬ 


way  Company  .  100.0 

West  Liberty  and  Suburban  Street 

Railway  Company  .  100.0 

West  Shore  Electric  Street  Railway 

Company  .  100.0 

Consolidated  Traction  Company .  98.78 

Ardmore  Street  Railway  Company  100.0 

The  Central  Traction  Company .  97.29 

Central  Passenger  Railway  Com¬ 
pany  .  100.0 

The  Duquesne  Traction  Company..  88.56 
The  Duquesne  Street  Railway 
Company  .  100.0 

Fort  Pitt  Traction  Company .  100.0 

i 

The  Pittsburgh  Traction  Company..  99.46 

The  Morningside  Electric  Street  Rail¬ 
way  Company  .  100.0 
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%  of 
Voting 

Name  of  Company  Control(  1) 

Philadelphia  Company  (Cont’d) 

Seventeenth  Street  Incline  Plane  Com¬ 
pany  .  100.0 

The  Citizens  Traction  Co .  13.14 

Penn  Street  Railway  Company .  100.0 


Monongahela  Street  Railway  Company  24.70 


(1)  Reference  is  made  to  the  bankruptcy  reorganization 
proceedings  referred  to  in  paragraphs  26(h)  and  26  of  this 
answer.  Voting  control  in  respect  to  various  underlying  com¬ 
panies  in  the  Pittsburgh  Railways  system  and  Pittsburgh 
Motor  Coach  Company  is  shown  in  the  above  table  subject  to 
whatever  title  to  voting  securities  may  be  vested  by  operation 
of  law  in  the  Trustees  of  Pittsburgh  Railways  Company  ap¬ 
pointed  under  Section  77B  of  the  Bankruptcy  Act,  and/or  to 
the  rights  of  various  indenture  trustees  by  reason  of  existing 
events  of  default  under  various  mortgages  which  may  be  liens 
upon  such  securities. 

(2)  Standard  Power  and  Light  Corporation  controlled 
35 of  the  voting  power  of  Standard  Gas  and  Electric 
Company  with  respect  to  all  matters  submitted  to  a  vote  of 
stockholders  of  the  latter  Company,  pursuant  to  its  by-laws, 
other  than  the  election  of  directors  (as  to  which  it  had  the 
power  by  reason  of  the  ownership  of  a  majority  of  the  com¬ 
mon  stock  to  elect  U  out  of  a  total  of  9)  and  except  as  other¬ 
wise  provided  by  law. 
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With  respect  to  the  unnumbered  paragraph  imme¬ 
diately  following  the  table  set  forth  in  paragraph  4  of 
said  notices  and  orders,  it  is  denied  that  the  allegations 
therein  stated  are  correct.  Respondents  allege  that  there 
are  12  other  companies,  whose  properties  are  operated 
under  lease  and  other  agreements  as  a  part  of  the  Pitts¬ 
burgh  Railways  system.  The  voting  securities  of  10  of 
said  12  companies  are  100%  publicly  held.  Of  the  other 
2  companies,  their  respective  voting  securities  are  pub¬ 
licly  held  to  the  extent  of  93.4%  and  99.9%,  respectively. 
Of  said  12  companies,  4  are  street  railway  companies,  3 
are  railroad  companies,  3  are  traction  companies,  and 
2  are  incline  plane  companies. 

Respondents  have  no  knowledge  as  to  what  corpor¬ 
ations,  if  any,  other  than  Respondents  and  their  sub¬ 
sidiary  companies,  constitute  subsidiaries  of  Standard 
Power  and  Light  Corporation  or  of  Standard  Gas  and 
Electric  Company.  \ 

5.  The  allegations  contained  in  paragraph  5  of  said 
notices  and  orders  are  admitted  to  the  extent  that  they 
pertain  or  relate  to  any  of  the  Respondents,  except  that 
it  is  denied  that  James  E.  Markham  is  a  director  of 
Duquesne  Light  Company  at  the  present  time;  it  is  also 
denied  that  the  business  address  of  Ward  Perrott  as  of 
December  31,  1945  was  Chicago,  Illinois,  his  correct 
business  address  as  of  that  date  and  at  all  times  since 
being  Pittsburgh,  Pennsylvania. 

i 

6.  The  allegations  contained  in  paragraph  6  of  said 
notices  and  orders  are  admitted,  with  the  qualification 
that  the  balance  sheet  appearing  in  said  paragraph  in¬ 
cludes  5  shares  of  Preferred  5%  Non-Cumulative  Stock 
and  465  shares  of  Common  Stock,  all  of  which  are  held ; 
in  the  treasury  of  Philadelphia  Company.  A  similar  j 
condensed  corporate  balance  sheet  of  Philadelphia  Com¬ 
pany,  with  capitalization  ratios  as  of  December  31, 
1946,  on  the  basis  of  preliminary  and  unaudited  figures,  j 
is  as  follows: 
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Assets 

Property,  Plant  and  Equipment  $  39,886,998 
Investments  in  Subsidiary 

Companies  Consolidated  .  101,214,474 

Investments  in  Street  Railway 

Companies  .  72,833,996 

Other  Security  Investments .  81,400 

Misc.  Special  Funds  .  212,482 

Cash  and  U.  S.  Gov’t.  Securities  4,670,658 

Other  Current  Assets .  2,898,613 

Deferred  Charges  .  3,906,701 

Total  Assets  .  $225,705,322 


Liabilities 

Current  Liabilities  .  $  5,558,938 

Deferred  Credits .  34,716,047 

Reserves  for  Retirement  and 

Depletion  .  16,993,781 

Reserve  for  Revaluation  of 

Assets  .  26,892,682 

Other  Reserves  .  7,472,858 

Contributions  in  aid  of 
Construction  .  49,025 

Funded  Debt  .  52,492,000 

Preferred  Stock  .  39,959,650 

Common  Stock,  No  Par .  37,637,055 

Surplus : 

Invested  in  Capital  Stock 

Reacquired  .  3,421 

Paid-In  .  699,993 

Earned — Since  12-31-39 .  3,229,872 


Total  Common  Stock  and 

Surplus  .  3  41,570,341 


Total  Liabilities  .  $225,705,322 


%  Of 

Capitali¬ 

zation 


39.2% 

29.8 


31.0% 
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7.  The  allegations  contained  in  paragraph  7  of  said 
notices  and  orders  are  admitted,  except  that  it  is  denied 
that  the  4%%  Collateral  Trust  Bonds  are  presently  call¬ 
able  at  102%  for  sinking  fund  purposes  and  at  105%  for 
other  purposes,  the  correct  call  prices  being  102  and 
104%  respectively. 

8.  The  allegations  contained  in  paragraph  8  of  said 
notices  and  orders  are  admitted,  except  that  it  is  averred 
that  the  voting  rights  with  respect  to  the  6%  Cumulaj- 
tive  Preferred  stock  and  with  respect  to  the  $6  and  $5 
Cumulative  Preference  stocks,  have  not  been  fully 
stated.  In  addition  to  the  rights  stated  in  said  paraj 
graph,  Respondents  allege  that  Philadelphia  Company 
may  not,  without  the  consent  of  the  record  owners  of 
two-thirds  in  amount  of  the  6%  Cumulative  Preferred 
stock  then  outstanding,  (a)  authorize  or  issue  any  stock 
having  any  preference  or  priority  over  this  stock,  (b) 
authorize  any  increase  or  reduction  of  this  stock,  or 
(c)  authorize  any  increase  of  the  mortgage  or  secured 
indebtedness  of  the  company  requiring  authorization  or: 
approval  by  its  stockholders.  Respondents  further  allege 
that  no  new  class  of  stock  having  prior  preference  in 
dividends  or  assets  over  the  $6  Cumulative  Preference 
stock  (except  shares  of  Preferred  5%  Non-Cumulative 
stock  and  shares  of  6%  Cumulative  Preferred  stock) 
may  be  created  except  with  the  consent  of  the  record  , 
holders  of  at  least  a  majority  of  the  shares  of  the  $6 
Cumulative  Preference  stock  at  the  time  outstanding,  j 
Respondents  further  allege  that  no  new  class  of  stock  j 
having  prior  preference  in  dividends  or  assets  over  the  j 
$5  Cumulative  Preference  stock  ( except  shares  of  Pre- ; 
ferred  5%  Non-Cumulative  stock  and  shares  of  6%  j 
Cumulative  Preferred  stock)  may  be  created  except  with  | 
the  consent  of  the  record  holders  of  at  least  a  majority  j 
of  the  shares  of  the  $5  Cumulative  Preference  stock  at  j 
the  time  outstanding. 
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9(a)  The  allegations  contained  in  paragraph  9(a) 
of  said  notices  and  orders  are  admitted,  except  as  here¬ 
inafter  denied.  It  is  denied  that  Duquesne  Light  Com¬ 
pany  (hereinafter  sometimes  called  Duquesne)  reported 
total  assets  of  $216,616,909  at  December  31, 1945;  on  the 
contrary,  it  is  alleged  that  the  correct  figure  is 
$211,418,814.  It  is  denied  that  $2,117,04 2  gross  operating 
revenues  of  Duquesne  for  the  twelve  months  ending 
December  31,  1945  represented  sales  to  affiliated  com¬ 
panies;  on  the  contrary,  $132,161  represented  sales  to 
affiliated  companies  and  $1,984,881  represented  sales  to 
Trustees  of  Pittsburgh  Railways  Company.  It  is  denied 
that  Duquesne  has  disposed  of  $30,853,582  classified  in 
Account  107  by  immediate  charge-off  in  varying 
amounts  to  earned  and  capital  surplus  accounts  and 
various  reserve  accounts;  on  the  contrary,  $30,853,582 
( of  which  $3,129,427  was  classified  in  Account  100.5  and 
$27,724,155  was  classified  in  Account  107)  was  disposed 
of  (a)  by  charging  $18,438,017  of  said  $27,724,155  to 
previously  established  surplus  arising  from  appraisal  of 
property  and  retirement  reserve  arising  from  appraisal 
of  property,  (b)  by  disposing  of  the  balance  of  $9,286,138 
of  said  $27,724,155  by  aggregate  charges  of  $10,336,408 
to  reserve  for  depreciation,  contributions  in  aid  of  con¬ 
struction,  and  earned  surplus  and  special  reserve,  and 
by  aggregate  credits  of  $1,050,270  to  capital  stock  ex¬ 
pense  and  reserve  for  depletion,  and  (c)  by  charging 
said  $3,129,427  to  earned  surplus.  It  is  denied  that  the 
capital  structure  of  Duquesne  includes  only  $40,000,000 
of  3y2 %  funded  debt;  on  the  contrary,  Duquesne’s  capi¬ 
tal  structure  includes  $70,000,000  of  3x/2%  funded  debt. 
It  is  denied  that  in  the  event  that  dividends  are  in  ar¬ 
rears  in  the  amount  of  5%  on  the  5%  Cumulative  First 
Preferred  stock,  the  holders  of  that  class  of  stock  would 
have  12.5%  of  the  voting  power;  on  the  contrary,  it  is 
alleged  that  in  such  event  the  holders  of  that  class  of 
stock  would  have  11.3%  of  the  voting  power. 
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9(b)  The  allegations  contained  in  paragraph  9(b) 
of  said  notices  and  orders  are  admitted,  except  as  here? 
inafter  denied  or  qualified.  It  is  denied  that  Pittsburgh 
and  West  Virginia  Gas  Company  (hereinafter  sometimes 
called  Pittsburgh  and  West  Virginia)  purchases  apr 
proximately  56%  of  its  natural  gas  requirements  from 
its  affiliated  company,  Kentucky  West  Virginia  Gas 
Company,  and  it  is  denied  that  Pittsburgh  and  West  Vir¬ 
ginia  purchases  most  of  the  remainder  of  its  natural  gas 
from  Philadelphia  Oil  Company;  on  the  contrary,  it  is 
alleged  that  Pittsburgh  and  West  Virginia  purchases 
approximately  62%  of  its  gas  requirements  from  Ken- 
tucky  West  Virginia  Gas  Company  and  purchases  vir¬ 
tually  all  of  the  remainder  of  its  gas  requirements  from 
independent  natural  gas  producers,  less  than  %%  being 
obtained  from  Philadelphia  Oil  Company.  It  is  further; 
alleged  that  the  reports  filed  by  Pittsburgh  and  Wests 
Virginia  on  November  30,  1942  with  the  Federal  Power 
Commission  and  the  Public  Service  Commission  of  West 
Virginia  indicated  an  excess  of  original  cost  of  proper¬ 
ties  over  book  value  of  $9,552,052  (not  $9,562,052).  It; 
is  further  denied  that  neither  of  said  Commissions  has  j 
reviewed  the  property  classifications  as  yet;  on  the  con¬ 
trary,  as  stated  in  footnote  (1)  on  page  21  hereof,  it  is  j 
alleged  that  the  staff  of  the  Federal  Power  Commission 
has  reviewed  such  property  classifications  in  connection  j 
with  the  rate  case  now  pending  before  that  Commission  I 
involving  the  rates  of  Pittsburgh  and  West  Virginia. 

I 

l 

I 

9(c)  The  allegations  contained  in  paragraph  9(c)  j 
of  said  notices  and  orders  are  admitted  except  as  here-  | 
inafter  stated.  It  is  denied  that  at  December  31,  1945, 
Equitable  Gas  Company  had  total  assets  of  $48,877,431 
including  the  properties  leased  from  Philadelphia  Com-  ! 
pany  and  it  is  denied  that  the  properties  so  leased  had 
a  book  value  of  $39,018,577;  on  the  contrary,  it  is  al¬ 
leged  that  the  book  value  at  December  31,  1945  of  the  ! 

I 

j 


98a  Answer  of  Philadelphia  Co.  et  al. 

properties  leased  from  Philadelphia  Company  was  ap¬ 
proximately  $38,140,000.  It  is  denied  that  Equitable  Gas 
Company’s  capital  structure  consists  of  $39,732,394  of 
6%  open  account  debt;  on  the  contrary,  it  is  alleged  that 
on  December  31,  1945,  Equitable  Gas  Company  had  an 
indebtedness  of'  $39,732,394  consisting  of  $19,923,265 
owed  to  Philadelphia  Company  and  $19,809,129  owed 
to  Pittsburgh  and  West  Virginia;  that  the  indebtedness 
of  $19,923,265  owed  to  Philadelphia  Company,  consisted 
of  $12,427,121  represented  by  notes  and  unearned  rental 
which  bear  interest  at  6%,  and  $7,496,143  of  accrued  in¬ 
terest  which  does  not  bear  interest;  and  that  the  in¬ 
debtedness  of  $19,809,129  owed  to  Pittsburgh  and  West 
Virginia  consisted  of  $11,450,000  represented  by  notes 
which  bear  interest  at  6%,  and  $8,359,129  of  accrued 
interest  which  does  not  bear  interest. 

9(d)  The  allegations  contained  in  paragraph  9(d) 
of  said  notices  and  orders  are  admitted  except  as  here¬ 
inafter  stated.  It  is  denied  that  Kentucky  West  Virginia 
Gas  Company  is  properly  included  in  said  paragraph  9 
which  purports  to  deal  only  with  electric  and  gas  utility 
subsidiaries  of  Philadelphia  Company;  on  the  contrary, 
it  is  alleged  that  Kentucky  West  Virginia  Gas  Company 
is  not  an  electric  or  gas  utility  subsidiary  of  Philadel¬ 
phia  Company;  that  Kentucky  West  Virginia  Gas  Com¬ 
pany  is  neither  a  public-utility  company  nor  an  electric 
or  gas  utility  company  within  the  meaning  of  those 
terms  as  defined  in  Section  2(a)  of  the  Act.  It  is  denied 
that  neither  the  Public  Service  Commission  of  Kentucky 
nor  the  Federal  Power  Commission  has  approved  or  re¬ 
viewed  the  property  classification  made  by  Kentucky 
West  Virginia  Gas  Company  in  its  original  cost  report 
dated  February  11,  1946;  on  the  contrary,  it  is  alleged 
that  on  May  3,  1946  the  Federal  Power  Commission  ap¬ 
proved  reclassification  entries  designed  to  effect  the  re¬ 
classification  of  the  property,  plant  and  equipment  ac- 
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counts  of  Kentucky  West  Virginia  Gas  Company 
pursuant  to  the  Uniform  System  of  Accounts  of  that 
commission;  that  said  entries  were  recorded  by  that 
Company  on  its  books  in  May  of  1946;  and  that  on  Sep* 
tember  3,  1946,  said  reclassification  entries  were  alsq 

approved  by  the  Public  Service  Commission  of  Kentucky. 

| 

10(a)  The  allegations  contained  in  paragraph  10  ( a)| 
of  said  notices  and  orders  are  admitted. 

• 

10(b)  The  allegations  contained  in  paragraph  10(b) 
of  said  notices  and  orders  are  admitted. 

10(c)  The  allegations  contained  in  paragraph  10(c); 
of  said  notices  and  orders  are  admitted  except  that  it  is 
denied  that  the  capital  structure  of  Finleyville  Oil  and 
Gas  Company  (hereinafter  sometimes  called  Finleyville) 
consists  of  $50,000  6%  bonds  due  November  15, 1946,  all1 
of  which  are  publicly  held  and  common  stock,  all  of 
which  is  owned  by  Pittsburgh  and  West  Virginia;  on  the! 
contrary,  it  is  alleged  that  all  of  said  bonds  were  paid  j 
off  at  their  maturity;  and  that  Finleyville’s  capital  struc-  j 
ture  consists  of  a  $350,000  indebtedness  to  Philadelphia  i 
Company  evidenced  by  a  6%  note,  and  of  common  stock,  j 
all  of  which  is  owned  by  Philadelphia  Company. 

10(d)  The  allegations  contained  in  paragraph  10(d) 
of  said  notices  and  orders  are  admitted. 

10(e)  The  allegations  contained  in  paragraph  10(e)  j 
of  said  notices  and  orders  are  admitted,  with  the  quali¬ 
fication  that  Equitable  Auto  Company  also  leases  auto¬ 
motive  equipment  to  the  Trustees  of  Pittsburgh  Rail-  j 
ways  Company  and  of  Pittsburgh  Motor  Coach  Com¬ 
pany  as  well  as  to  the  subsidiaries  of  Philadelphia  Com-  I 
pany.  j 

| 

10(f)  The  allegations  contained  in  paragraph  10(f)  i 
of  said  notices  and  orders  are  admitted.  j 
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10  (g)  The  allegations  contained  in  paragraph  10(g) 
of  said  notices  and  orders  are  admitted  except  that  it  is 
denied  that  $551,745  of  Equitable  Real  Estate  Com¬ 
pany’s  gross  operating  revenues  for  the  twelve  months 
ending  December  31,  1945  represented  revenues  from 
affiliated  companies;  on  the  contrary,  it  is  alleged  that 
for  said  period  $447,624  represented  revenues  from 
affiliated  companies,  and  $104,121  represented  revenues 
from  the  Trustees  of  Pittsburgh  Railways  Company  and 
of  Pittsburgh  Motor  Coach  Company. 

I 

10  (h)  The  allegations  contained  in  paragraph  10(h) 
of  said  notices  and  orders  are  admitted  except  as  herein¬ 
after  stated. 

The  first  paragraph  of  10  ( h )  is  denied  as  stated.  It 
is  alleged  that  a  correct  statement  of  the  subject  mat¬ 
ter  thereof  is  as  follows: 

Prior  to  May  10,  1938  Pittsburgh  Railways 
Company  (hereinafter  called  Pittsburgh  Railways) 
operated  a  unified  street  railway  and  incline  plane 
railway  system  in  the  City  of  Pittsburgh  and  vicin¬ 
ity;  its  subsidiary,  Pittsburgh  Motor  Coach  Com¬ 
pany,  operated  a  bus  system  supplementing  the 
railway  system.  The  railway  system  is  comprised 
of  Pittsburgh  Railways’  own  properties  and  fran¬ 
chises  and  those  of  53  so-called  underlier  compan¬ 
ies  operated  by  Pittsburgh  Railways  by  virtue  of 
operating  agreements,  leases,  conveyances,  assign¬ 
ments  and  stock  ownership.  In  addition  to  the  prop-  1 
erties  of  said  53  underlier  companies,  Pittsburgh  1 
Railways  also  utilizes  property  of  West  Penn  Rail¬ 
ways  Company,  an  unaffiliated  company.  On  May 
10,  1938  Pittsburgh  Railways  filed  a  voluntary  peti¬ 
tion  for  reorganization  under  Section  77B  of  the 
Bankruptcy  Act  in  the  United  States  District  Court 
for  the  Western  District  of  Pennsylvania.  It  con- 
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tinued  its  operations  as  a  debtor  in  possession  until 
June  14,  1938  when  the  Court  appointed  W.  D. 
George,  Thomas  M.  Benner  (now  deceased)  and 
Thomas  Fitzgerald  as  Trustees  for  Pittsburgh  Rail¬ 
ways.  Since  their  appointment  the  Trustees  have 
had  possession  of  and  have  been  operating  the  prop¬ 
erties  of  Pittsburgh  Railways,  Pittsburgh  Motor 
Coach  Company  and  the  53  underliers.  Subsequent-; 
ly  in  the  proceeding,  a  question  arose  as  to  the 
jurisdiction  of  the  Court  with  respect  to  the  under-’ 
liers  and  their  properties.  In  October  of  1942,  a  pe¬ 
tition  was  filed  by  the  City  of  Pittsburgh  praying 
in  part  that  the  Court  “forthwith  assume  and  ex¬ 
ercise  jurisdiction  over  all  the  properties  and  assets, ; 
or  interests  therein”  of  49  of  the  53  underliers.  The  ! 
reorganization  trustee  had  proposed  to  abandon  the 
properties  of  3  of  the  underliers  omitted  from  the  j 
City’s  petition  and  had  proposed  that  the  property  | 
of  the  fourth  underlier  be  purchased  by  the  reor- 1 
ganized  company.  The  petition  was  dismissed  by 
the  District  Court  on  April  30,  1945.  On  appeal,  j 
however,  the  Circuit  Court  of  Appeals  for  the  Third  ; 
Circuit,  on  May  7, 1946  ( 155  F.  2d  477 )  reversed  the 
District  Court’s  decision,  and  remanded  the  case  j 
for  further  proceedings  not  inconsistent  with  the 
opinion  of  the  Circuit  Court.  Petitions  for  writs  of 
certiorari  were  denied  by  the  Supreme  Court  of  the  j 
United  States  on  October  14,  1946.  j 

With  reference  to  footnote  2  in  said  paragraph  j 
( lOh ) ,  it  is  alleged  that  there  are  15  ( not  14 )  companies,  j 
whose  properties  are  operated  as  part  of  the  Pittsburgh  ! 
Railways  system  and  a  majority  of  whose  voting  stocks  1 
are  owned  by  the  public. 

With  reference  to  that  portion  of  paragraph  10(h) 
appearing  as  the  last  paragraph  on  page  13  of  said  no¬ 
tices  and  orders,  it  is  alleged  that  Philadelphia  Company 
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owns,  controls  or  holds  with  power  to  vote  (except  as 
qualified  by  footnote  1  on  Page  4  of  this  answer),  di¬ 
rectly  or  indirectly,  10%  or  more  of  the  common  stocks 
of  41  of  the  53  ( not  52 )  underlier  companies  in  the  sys¬ 
tem.  Of  the  remaining  12  (not  11)  of  the  53  (not  52) 
underliers,  1  is  a  statutory  affiliate  of  Philadelphia  Com¬ 
pany,  while  the  other  11  ( not  10 )  are  neither  statutory 
subsidiaries  nor  affiliates.  Eight  of  these  11  (not  10) 
non-affiliated  underlier  companies,  together  with  an  af¬ 
filiated  and  a  subsidiary  underlier,  comprises  the  so- 
called  “Guaranteed  Underliers”. 

The  last  2  paragraphs  on  page  14  and  the  first  para¬ 
graph  on  page  15  of  said  notices  and  orders  are  denied 
as  stated.  A  correct  statement  of  the  subject  matter 
thereof  is  as  follows : 

The  properties  of  the  foregoing  10  underliers 
( listed  at  the  top  of  page  14  of  said  notices  and  or¬ 
ders  )  were  demised  to  United  Traction  Company  of 
Pittsburgh  or  Consolidated  Traction  Company 
under  3  leases,  each  of  which  was  guaranteed  by 
Philadelphia  Company.  Some  of  the  circumstances 
by  virtue  of  which  the  said  leases  and  guarantees 
arose  are  as  follows: 

Under  date  of  October  14,  1901,  a  contract  was 
entered  into  between  Philadelphia  Company  and 
A.  W.  Mellon,  each  of  the  parties  to  said  contract 
agreeing  to  “procure”  certain  action  to  be  taken. 
Pursuant  to  the  contract,  Pittsburgh  and  Birming¬ 
ham  Traction  Company  executed  a  lease  of  its  prop¬ 
erties  (including  those  of  its  6  subsidiary-lessors 
and  of  Pittsburgh  Incline  Plane  Company,  an  in¬ 
dependent  lessor)  as  of  January  1,  1902  to  United 
Traction  Company  of  Pittsburgh,  and  Mononga- 
hela  Street  Railway  Company  executed  a  lease  of 
its  properties  as  of  January  1,  1902  to  Consolidated 
Traction  Company,  each  of  said  lessees  being  a 
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subsidiary  of  Philadelphia  Company.  Another  lease, 
not  provided  for  by  said  Mellon  contract,  was  exe¬ 
cuted  as  of  January  1,  1902  by  The  Suburban  Rapid 
Transit  Street  Railway  Company  to  Consolidated 
Traction  Company.  Each  of  the  aforesaid  3  leases 
was  for  a  term  of  900  years,  and  provided  for  the 
payment  by  the  lessee  of  a  fixed  annual  rental  to 
the  lessor.  By  separate  instruments  of  guarantee 
attached  to  each  of  the  3  leases  Philadelphia  Com¬ 
pany  guaranteed  performance  thereunder  by  the 
lessees.  The  said  leases  and  guarantees,  all  of  which 
are  on  file  with  the  Commission* x>,  are,  in  their  en-; 
tirety,  incorporated  herein  by  reference  and  are; 
made  a  part  hereof.  Pursuant  to  operating  agree-  j 
ments  dated  as  of  January  1,  1902  United  and  Con- j 
solidated  turned  over  all  of  the  property  in  their  j 
possession  to  Pittsburgh  Railways  for  operation.; 
Pittsburgh  Railways  agreed,  among  other  things,  i 
to  pay  “all  interest  upon  loans  and  all  rentals” ; 
which  United  or  Consolidated  may  be  required  to ! 
pay.  : 

In  addition  to  the  10  underlier  companies  whose  | 
properties  are  demised  by  the  leases  described  in  i 
the  preceding  paragraph,  there  remain  2  underliers  ! 

‘^These  3  leases  and  guarantees  are  on  file  with  the  Com-  j 
mission  as  Exhibits  to  Registration  Statement,  Form  A-2,  of  > 
Philadelphia  Company  (Registration  No.  2-4764),  filed  with 
the  commission  on  May  21, 1941.  The  lease  between  Pittsburgh  j 
and  Birmingham  Traction  Company  and  United  Traction  Com-  j 
panv  of  Pittsburgh,  and  the  garantee  thereof  by  Philadelphia  j 
Company  is  Exhibit  I-A-C-2  to  the  aforesaid  Registration  j 
Statement.  The  leases  between  Monongahela  Street  Railway  ; 
Company  and  The  Suburban  Rapid  Transit  Company,  respec¬ 
tively,  and  Consolidated  Traction  Company,  and  the  guaran¬ 
tees  thereof  by  Philadelphia  Company  are  Exhibits  I-A-C-l 
and  I-A-C-3,  respectively,  to  the  aforesaid  Registration  State¬ 
ment. 
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(Allegheny  Traction  Company  and  its  subsidiary, 
Millvale,  Etna  &  Sharpesburgh  Street  Railway  Com¬ 
pany)  which  are  non-affiliates  of  Philadelphia  Com¬ 
pany.  These  companies,  together  with  two  statu¬ 
tory  subsidiaries  of  Philadelphia  Company  (The 
Citizens  Traction  Co.  and  its  subsidiary,  Penn  Street 
Railway  Company)  are  frequently  referred  to  as 
“Unguaranteed  Underliers”. 

Allegheny  Traction  Company,  being  the  lessee 
of  its  subsidiary,  Millvale,  Etna  &  Sharpesburgh 
Street  Railway  Company,  executed  a  950-year  lease 
dated  April  1,  1896  to  Fort  Pitt  Traction  Company, 
now  a  statutory  subsidiary  of  Philadelphia  Com¬ 
pany  and  a  lessor  of  Consolidated  Traction  Com¬ 
pany.  Under  said  lease  of  April  1,  1896  Fort  Pitt 
Traction  Company  agreed  to  pay  a  fixed  annual 
rental  to  Allegheny  Traction  Company  and  to  pay 
the  principal  and  interest  of  the  bonds  of  Millvale, 
Etna  &  Sharpesburgh  Street  Railway  Company.  The 
Citizens  Traction  Co.,  having  possession  of  the 
property  of  its  subsidiary  Penn  Street  Railway 
Company,  executed  a  950-year  lease  dated  April 
15,  1895  to  Fort  Pitt  Traction  Company.  Under 
said  lease,  Fort  Pitt  Traction  Company  agreed  to 
pay  a  fixed  annual  rental  to  The  Citizens  Traction 
Co.  and  to  pay  the  principal  and  interest  of  the 
bonds  of  The  Citizens  Traction  Co.  and  Penn  Street 
Railway  Company. 

The  correctness  of  the  table  set  forth  in  the  last 
paragraph  of  paragraph  10(h)  of  said  notices  and  or¬ 
ders  is  denied.  It  is  alleged  that  a  correct  statement  of 
the  subject  matter  of  said  table  is  as  follows: 
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Amounts 

Dividends  and  Interest 
received * 

j 

i 

i 

! 

i 

Year 

paid  by 
Philadelphia 
Company 
as  rentals, 
interest  and 
taxes  under 
guarantees 

By 

Philadelphia 

Company 

By 

consolidated 
subsidiaries 
of  Phila¬ 
delphia 
Company 

i 

i 

Net  amount 
remaining  | 
with 
others  ! 

1941 

$  996,546 

$367,329 

$101,093 

$  528,124 

1942 

996,283 

368,187 

104,560 

523,536 

1943 

770,703 

141,297 

41,200 

588,206 

1944 

2,488,160**  574,161 

103,611 

1,810,388 

1945 

1,578,401** 

-  370,927 

105,510 

1,101,964 

"These  amounts  are  comprised  of  (1)  dividends  on  stock  j 
of  companies  to  which  Philadelphia  Company  is  obliged  to 
pay  rental  by  reason  of  its  guarantees,  and  (2)  interest  oni 
bonds  with  respect  to  which  Philadelphia  Company  is  obliged , 
to  pay  interest  by  reason  of  its  guarantees. 

**$13,434  of  the  amount  paid  in  1945  and  $975,455  of  j 
the  amount  paid  in  1944  represent  payments  on  account  of  ; 
taxes,  including  interest  thereon,  applicable  to  prior  years,  j 
which  had  been  the  subject  of  litigation. 

i 

j 

10(1)  While  Respondents  have  admitted  many  of 
the  allegations  contained  in  paragraph  10  of  said  no-  i 
tices  and  orders,  yet  Respondents  deny  that  the  alle-  j 
gations  so  admitted  describe  fully  or  accurately  the 
respective  businesses  of  the  various  companies  named  j 
in  said  paragraph  10. 

i 

11.  The  allegations  contained  in  paragraph  11  of 
said  notices  and  orders  are  admitted,  with  the  qualifi-  i 
cation  that  the  table  shown  therein  contains  numerous 
errors  and  several  omissions.  A  table  correctly  setting 
forth  the  information  purported  to  be  shown  in  para¬ 
graph  11  of  said  notices  and  orders  appears  on  the  fol¬ 
lowing  page  hereof  ( corrections  and  omissions  are  itali¬ 
cized  ) : 
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Pittsburgh  Railways  Co. 

Funded  Debt . 

Notes  Payable  and  Open  Acc’t. 

Preferred  Stock  . 

Common  Stock . 

Pittsburgh  Motor  Coach  Co. 

Funded  Debt . 

Notes  Payable  and  Open  Acc’ts. 
Common  Stock . 

Other  Subsidiaries  of  Pittsburgh 
Railways  Co.  (28  Companies) 

Funded  Debt . 

Demand  Notes  and  Open  Acc’ts. 

Preferred  Stock  . 

Common  Stock . 

Street  Railway  Subsidiaries  of 
Philadelphia  Co.  (13  Companies) 

Funded  Debt . 

Notes  Payable  and  Open  Acc’ts. 

Preferred  Stock  . 

Common  Stock . 

Non-Subsidiary  Street  Railway 
Companies  ( 11  Companies )  * 

Funded  Debt . 

Common  Stock . 


Amount  Out¬ 
standing  at 

Pittsburgh 

Subs. 

Pittsbi 

June  30, 19 UU 

Rys.  Co. 

Rys.  ( 

$10,095,000 

$  — 

$ 

10,645,152 

— 

130 

2,500,000 

— 

“1 

2,500,000 

— 

— j 

51,138 

__ 

62k, 769 

62k, 769 

_ 

160,000 

160,000 

18, 7^5,112 

1,504,653 

29; 

5, 7  lk, 132 

k, 506^32 

— 

5,500,000 

5,449,950 

— 

34,394,050 

25,2k2#00 

8,50 ; 

9,701,500 

63,000 

5,650,462 

3,749,407 

— 

12,000,000 

5,000 

— 

34,082,000 

3,588,500 

2,000 

7,840,550 

— 

*  Philadelphia  Company  owns,  controls  or  holds  with  power  to 
vote,  directly  or  indirectly,  .125%  of  the  stock  of  one  company  and 
6.6%  of  the  stock  of  another  company  in  this  group.  Pittsburgh  and 
Castle  Shannon  Railroad  Company  is  not  included  in  this  group. 


I 

I 

I 

I 

I 

I 
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12.  The  allegations  contained  in  paragraph  12  of 
said  notices  and  orders  are  admitted. 

13.  The  allegations  contained  in  paragraph  13  of 
said  notices  and  orders  are  admitted  except  as  herein¬ 
after  stated.  It  is  denied  that  Kentcuky  West  Virginia 
Gas  Company  is  properly  included  in  said  paragraph  13 
for  the  reason  that  Kentucky  West  Virginia  Gas  Com¬ 
pany  is  not  an  electric  or  gas  utility  subsidiary  of  Phila¬ 
delphia  Company,  neither  is  it  a  public-utility  company 
nor  an  electric  or  gas  utility  company  within  the  mean¬ 
ing  of  those  terms  as  defined  in  Section  2(a)  of  the  Act. 
It  is  denied  that  footnote  10  correctly  states  Equitable 
Gas  Company’s  debt  to  affiliated  companies ;  on  the  con¬ 
trary,  it  is  alleged  that  only  a  portion  of  that  debt  is 
on  open  account  and  only  a  portion  bears  interest,  as 
stated  in  paragraph  9(c)  of  this  answer. 

14.  The  allegations  contained  in  paragraph  14  of 
said  notices  and  orders  are  admitted  except  as  herein¬ 
after  stated.  It  is  alleged  that  in  addition  to  the  amount 
therein  shown  as  Duquesne’s  reserve  for  depreciation, 
Duquesne  also  has  reserves  for  the  amortization  of 
leaseholds  in  the  amount  of  $322,926  and  for  the  amorti¬ 
zation  of  electric  plant  acquisition  adjustments  in  the 
amount  of  $4,430.  It  is  denied  that  Equitable  Gas  Com¬ 
pany’s  total  plant  account  (including  gas  properties 
leased  from  Philadelphia  Company)  and  reserve  for 
depreciation  at  December  31,  1945  were  $45,411,582  and 
$20,390,232,  respectively;  on  the  contrary,  it  is  alleged 
that  at  December  31,  1945,  Equitable  Gas  Company’s 
total  plant  account  was  $6,393,005  and  its  reserve  ac¬ 
counts  were  $4,002,284;  that  the  book  value  of  the 
property  leased  from  Philadelphia  Company  was  ap¬ 
proximately  $38,140,000;  and  that  the  reserve  accounts 
applicable  to  such  leased  property  were  approximately 
$16,110,000.  It  is  denied  that  the  figures  shown  opposite 
“Pittsburgh  Railways  System”  are  correct  for  all  com- 


I 

I 

j 
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panies  whose  properties  are  operated  as  part  of  Pitts¬ 
burgh  Railways  system;  on  the  contrary,  it  is  alleged 
that  said  figures  are  limited  to,  and  are  correct  only  for, 
Pittsburgh  Railways  Company  and  its  subsidiaries  and 
the  majority  owned  street  railway  subsidiaries  of  Phila¬ 
delphia  Company. 

j 

15.  The  allegations  contained  in  paragraph  15  of 
said  notices  and  orders  are  admitted  except  that  it  is 
denied  that  the  figure  $578,058  for  1943  and  the  figure 
$669,239  for  1941,  under  the  column  captioned  “All 
Other”,  are  correct;  on  the  contrary,  it  is  alleged  that 
the  correct  figures  for  said  column  are,  respectively, 
$568,158  for  1943  and  $593,238  for  1941. 

16.  The  allegations  contained  in  paragraph  16  of 
said  notices  and  orders  are  denied.  It  is  denied  that  any 
of  the  figures  shown  in  said  paragraph  are  properly  inr 
eluded  in  said  paragraph  which  purports  to  deal  only 
with  Philadelphia  Company,  and  its  utility  subsidiaries; 
on  the  contrary,  it  is  alleged  that  the  figures  shown  op¬ 
posite  “Electric”  include  revenues  from  Cheswick  and 
Harmar  Railroad  Company  and  that  the  figures  shown 
opposite  “Gas”  include  revenues  from  Kentucky  West 
Virginia  Gas  Company  and  Finleyville  Oil  and  Gas  Com¬ 
pany;  that  none  of  said  3  companies,  i.e.,  Cheswick  and 
Harmar  Railroad  Company,  Kentucky  West  Virginia 
Gas  Company  and  Finleyville  Oil  and  Gas  Company,  is 
a  utility  subsidiary  of  Philadelphia  Company,  or  a  pub¬ 
lic-utility  company  or  a  gas  or  electric  utility  company 
within  the  meaning  of  those  terms  as  defined  in  Sec¬ 
tion  2(a)  of  the  Act.  It  is  also  alleged  that  the  figures 
shown  opposite  “Steam”  represent  revenues  from  A1-; 
legheny  County  Steam  Heating  Company  and  those 
shown  opposite  “Oil”  represent  revenues  from  Phila-i 
delphia  Oil  Company;  and  that  neither  Allegheny 
County  Steam  Heating  Company  nor  Philadelphia  Oil 
Company  is  a  utility  subsidiary  of  Philadelphia  Com- 

i 
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pany,  or  a  public-utility  or  gas  or  electric  utility  com¬ 
pany  within  the  meaning  of  those  terms  as  defined  in 
Section  2(a)  of  the  Act. 

17.  The  allegations  contained  in  paragraph  17  of 
said  notices  and  orders  are  admitted  except  as  herein¬ 
after  stated.  It  is  denied  that  Kentucky  West  Virginia  is 
properly  included  in  said  paragraph  17  which  purports 
to  deal  only  with  those  subsidiaries  of  Philadelphia 
which  are  utility  subsidiaries  and  with  “Pittsburgh 
Railways  System”;  on  the  contrary,  it  is  alleged  that 
Kentucky  West  Virginia  Gas  Company  is  not  an  elec¬ 
tric  or  gas  utility  subsidiary  of  Philadelphia  Company; 
that  Kentucky  West  Virginia  Gas  Company  is  neither 
a  public-utility  company  nor  an  electric  or  gas  utility 
company  within  the  meaning  of  those  terms  as  defined 
in  Section  2(a)  of  the  Act.  It  is  denied  that  the  figures 
shown  opposite  “Pittsburgh  Railways  System”  are  cor¬ 
rect  for  all  companies  whose  properties  are  operated  as 
a  part  of  Pittsburgh  Railways  system;  on  the  contrary, 
it  is  alleged  that  said  figures  are  limited  to,  and  are 
correct  only  for,  Pittsburgh  Railways  Company  and  its 
subsidiaries  and  the  majority  owned  street  railway  sub¬ 
sidiaries  of  Philadelphia  Company. 

18.  The  allegations  contained  in  paragraph  18  of 
said  notices  and  orders  are  admitted. 

19.  The  allegations  contained  in  paragraph  19  are 
admitted  except  as  hereinafter  stated.  It  is  denied  that 
the  figures  shown  therein  are  adjusted  to  reflect  pre¬ 
ferred  stocks  at  their  liquidating  value.  It  is  denied 
that  the  table  shown  therein  is  prepared  upon  a  proper 
basis  and  it  is  denied  that  said  table  correctly  repre¬ 
sents  the  consolidated  capitalization  of  the  companies 
included  therein  either  at  December  31,  1945  or  at  the 
present  time;  on  the  contrary,  it  is  alleged  that  that 
table  contains  numerous  substantial  errors  and  that 
the  treatment  given  to  the  items  mentioned  in  footnotes 


i 
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11  and  12  of  said  paragraph  19  is  wholly  improper  and 
erroneous. 

It  is  alleged  that  of  the  $9,552,052  mentioned  in  foot¬ 
note  11  as  representing  excess  of  original  cost  over 
book  value  in  the  property  accounts  of  Pittsburgh  and 
West  Virginia  Gas  Company,  $6,999,218  has  been  recog¬ 
nized  by  the  staff  of  the  Federal  Power  Commission  ( in 
the  pending  rate  case  before  that  Commission  at  F.P.C. 
Docket  G-635  involving  the  rates  of  Pittsburgh  and 
West  Virginia )  as  properly  includible  in  the  Company’s 
accounts  for  plant  in  service;  that  at  least  $6,999,210 
should  therefore  be  given  recognition  in  any  computa¬ 
tion  such  as  that  purported  to  be  made  in  paragraph  19. 

I 

It  is  alleged  that  each  of  the  adjustments  to  earned 
surplus  shown  in  footnote  12  of  paragraph  19  is  errot 
neous  and  improper;  that  the  $3,769,703  figure  which  is 
shown  therein  as  an  adjustment  to  earned  surplus  of 
Duquesne  Light  Company  was  not  so  disposed  of  in 
fact,  but  that  $3,757,017  of  said  $3,769,703  is  presently 
being  amortized  by  charges  to  income  over  a  15  year 
period  with  the  approval  of  the  Federal  Power  Com¬ 
mission  and  the  Pennsylvania  Public  Utility  Commis¬ 
sion;  that  there  is  no  warrant  for  making  adjustments 
to  earned  surplus  in  the  amounts  shown  as  excesses  of 
book  value  over  original  cost  as  represented  by  Equi¬ 
table  Gas  Company  in  the  amount  of  $206,546  or  as 
represented  by  Philadelphia  Company  in  the  amount  of 
$5,733,094;  that  no  determination  by  any  regulatory 
agency  has  yet  been  made  of  the  disposition  of  such 
amounts  with  respect  to  Equitable  Gas  Company  or 
Philadelphia  Company,  and  that,  until  such  determina¬ 
tion  has  been  made,  there  is  no  reason  whatever  to  be¬ 
lieve  that  they  will  be  charged  off,  or  that  if  they  are 
charged  off,  they  will  be  charged  to  earned  surplus; 
that  the  $2,567,352  figure  which  is  shown  in  footnote! 

12  of  paragraph  19  as  an  adjustment  to  earned  surplus 
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of  Kentucky  West  Virginia  Gas  Company  was  not  so 
disposed  of  in  fact,  but  during  1946  was  charged  en¬ 
tirely  to  depreciation  and  other  reserves  by  that  com¬ 
pany  with  the  approval  of  the  Federal  Power  Commis¬ 
sion  and  the  Public  Service  Commission  of  Kentucky.  It 
is  also  alleged  that  the  figure  of  $71,279,354,  shown  on 
said  table  as  long  term  debt  of  “Subsidiaries”,  erro¬ 
neously  includes  $92,613  of  funded  debt  which  matures 
within  1  year  and  which  is  properly  classified  as  a  cur¬ 
rent  liability. 

A  table  correctly  setting  forth  the  information  pur¬ 
ported  to  be  shown  in  paragraph  19  of  said  notices  and 
orders  as  of  December  31, 1945  is  set  forth  on  the  follow¬ 
ing  page  (changes  are  italicized).  Similar  information 
as  of  December  31,  1946,  based  on  preliminary  and  un¬ 
audited  figures,  is  included  in  said  table. 
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Per  Books 
December  31, 1915 

i  Per  Books— 

-Adjusted 

Per  Books  (2) 
December  31, 1916 

(2j 

Per  Books— 

1 

-Adjusted 

Amount 

Per  Cent 

!  Amount 

Per  Cent 

Amount 

Per  Cent 

Amount 

Per  Cent 

Long-term  Debt :  ! 

Philadelphia  Company  . 

$  53,980,000 

21.03% 

$  53,980,000 

20.61% 

$  52,492,000 

20.52% 

$  52,492,000 

20.11% 

Subsidiaries  . 

71,186,7 U1 

27.71 

71,186,711 

27.19 

71,098,941 

27.79 

71,098,941 

27.24 

Total  Long-term  Debt . 

$125, 166, 7 Al 

18.77% 

$125,166,711 

17.80%  (1) 

$123,590,941 

48.31% 

$123,590,941 

47.35%  (1) 

Preferred  Stocks : 

6%  Cumulative  Preferred  Stock . 

$  24,557,000 

9.57 % 

$  24,557,000 

9.38% 

$  24,557,000 

9.60% 

$  24,557,000 

9.41% 

$6  Cumulative  Preference  Stock . 

10,000,000 

3.89 

10,000,000 

3.82% 

10,000,000 

3.91 

10,000,000 

3.83 

$5  Cumulative  Preference  Stock . 

5,386,800 

2.10 

5,386,800 

2.05 

5,386,800 

2.10 

5,386,800 

2.06  ! 

Preferred  5%  non-cumulative  Stock . 

15,800 

.01 

15,800 

.01 

15,800 

.01 

15,800 

.01  ! 

$  39,959,600 

15.57 % 

$  39,959,600 

15.26% 

$  39,959,600 

15.62% 

$  39,959,600 

15.31% 

Subsidiaries  Preferred  Stocks . 

32,167,300 

12.53 

32,167,300 

12.29 

32,167,300 

12.57 

32,167,300 

12.32 

Total  Preferred  Stock . 

$  72,126,900 

28.10 % 

$  72,126,900 

27.55% 

$  72,126,900 

28.19% 

$  72,126,900 

27.63% 

Common  Stock  and  Surplus : 

Philadelphia  Company 

Common  Stock  (including  scrip) . 

$  37,633,684 

11.67% 

$  37,633,684 

12.28%  (1) 

$  37,633,684 

14.71% 

$  37,633,684 

i 

14.42%  (1) 

Kentucky  West  Virginia  Gas  Co. 

Common  Stock  (held  by  affiliate) . 

521,886 

.20 

521,886 

.20 

521,886 

.21 

521,886 

.20 

Surplus :  1 

Special  Capital  Surplus . 

9,376,228 

3.65 

9,376,228 

3.58 

9,385,367 

3.67 

9,385,367 

3.60 

Surplus  invested  in  capital  stocks  of  Philadelphia 
Company  reacquired . 

3,421 

•  •  •  • 

3,421 

3,421 

3,421 

Paid-in  Surplus-Philadelphia  Company . 

699,993 

.27 

699,993 

.27 

699,993 

.27 

699,993 

.27 

Minority  Interest  in  surplus  of  subsidiary  com¬ 
pany  . 

654,735 

.26 

654,735 

.25 

713,939 

.28 

713,939 

.27 

Earned  surplus . 

10,468,491 

4.08 

15,667,328 

5.97 

11,147,536 

4.36 

16,336,373 

6.26 

Total  Common  Stock  and  Surplus . 

$  59,358,438 

23.13 % 

$  61,517,275 

21.65%  (1) 

$  60,105,826 

23.50% 

$  65,294,663 

25.02%  (1) 

Total  Capitalization  and  Surplus . 

$256,652,079 

100.00% 

$261,810,916 

100.00% 

$255,823,667 

100.00% 

$261,012,504 

100.00% 

(1)  The  original  cost  reports  filed  by  Pittsburgh  and  West  Virginia  Gas  Company  with  the  Federal  Power  Commission  and  with  the  West  Virginia  Public 
Commission  show  $9,552,052  excess  of  original  cost  over  book  value.  In  the  pending  rate  proceeding  before  the  Federal  Power  Commission  at  FPC  Docket  G-635 , 
involving  the  rates  of  Pittsburgh  and  West  Virginia  Gas  Company,  the  Federal  Power  Commission’s  Staff  has  recognized  $6,999,219  of  said  amount  as  properly 
includible  in  that  Company’s  accounts  for  plant  in  service.  In  that  proceeding,  the  Federal  Power  Commission’ s  staff  introduced  in  evidence  Exhibit  209,  prepared  by 
the  Bureau  of  Accounts,  Finance  and  Rates  of  the  Division  of  Accounts  and  approved  by  the  Chief  of  that  Bureau,  although  no  ruling  has  been  made  thereon  by  the 
Federal  Power  Commission.  Said  Exhibit  consists  of  a  Balance  Sheet  as  of  December  31,  1915  of  Pittsburgh  and  West  Virginia  Gas  Company  which  includes 
said  $6,999,219  as  a  credit  adjustment  to  Account  107.  Said  Exhibit  also  recognizes  a  deficiency  of  $1,810,382  in  the  reserve  for  depreciation  and  depletion. 
This  leaves  $5,188,837  of  said  $6,999,219  which  is  properly  includible  in  earned  surplus.  The  figures  in  the  above  table  are  adjusted  to  reflect  a  credit  of  said 
amount  of  $5,188,837  to  earned  surplus  of  Pittsburgh  and  West  Virginia  Gas  Company. 

(2)  Based  on  preliminary  and  unaudited  figures. 
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20.  The  allegations  contained  in  paragraph  20  of 
said  notices  and  orders  are  admitted  except  that  it  is: 
denied  that  any  of  the  Respondents  directly  or  indi¬ 
rectly  own,  control,  or  hold  with  power  to  vote,  any 
gas  utility  assets,  or  any  securities  representing  gas 
utility  assets,  in  the  State  of  Kentucky. 

21(a)  The  allegations  contained  in  the  introduc¬ 
tory  paragraph  and  in  subparagraph  ( a )  of  paragraph 
21  of  said  notices  and  orders  are  denied  except  as  here¬ 
inafter  stated  in  this  paragraph  21(a)  and  in  para-i 
graphs  21(d)  and  21(f)  of  this  answer.  It  is  alleged! 
that  the  Respondents  are  without  knowledge  or  infor¬ 
mation  sufficient  to  form  a  belief  as  to  the  truth  of  the  | 
averment  that  the  facts  otherwise  disclosed  to  the  I 
Commission  in  the  course  of  its  investigation  referred 
to  in  said  notices  and  orders  indicate  or  tend  to  indicate  i 
the  facts  and  conclusions  alleged  in  paragraph  21  of 
said  notices  and  orders.  It  is  further  alleged  that  Stand-  i 
ard  Power  and  Light  Corporation  (hereinafter  some-  j 
times  called  Standard  Power )  is  in  the  process  of  liqui-  ; 
dation  and  dissolution  pursuant  to  order  of  the  Com¬ 
mission  ( File  No.  59-13 ) ;  that  under  the  plan  of  inte-  ; 
gration  proposed  by  Standard  Gas  and  Electric  Com-  i 
pany  (hereinafter  sometimes  called  Standard  Gas)  and  i 
approved  by  the  Commission  on  August  8,  1941  (File 
No.  59-9),  Standard  Gas  and  Philadelphia  Company  are  j 
to  merge  or  consolidate;  and  that  upon  the  consumma-  j 
tion  of  the  foregoing  steps  there  will  be  no  violation 
of  the  second  sentence  of  Section  11(b)  ( 2 ) ,  commonly 
referred  to  as  the  “Great  Grandfather  Clause,’’  of  the  j 
Act. 

21  (b)  The  allegations  contained  in  paragraph  21(b)  | 
of  said  notices  and  orders  are  denied. 

21  (c)  The  allegations  contained  in  paragraph  21(c) 
of  said  notices  and  orders  are  denied. 
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21  (d)  The  allegations  contained  in  paragraph  21(d) 
of  said  notices  and  orders  are  denied  except  that  it  is 
alleged  that  any  undue  or  unnecessary  complexities 
which  may  be  found  to  exist  by  reason  of  the  corporate 
structure  or  continued  existence  of  Pittsburgh  Railways 
Company  and  the  underlier  companies  in  the  Pittsburgh 
Railways  system  will  be  eliminated  as  a  result  of  the 
pending  reorganization  proceedings  of  Pittsburgh  Rail¬ 
ways  Company  referred  to  in  paragraphs  26(h)  and 
36  of  this  answer. 

21(e)  The  allegations  contained  in  paragraph  21  (e) 
of  said  notices  and  orders  are  denied. 

21(f)  The  allegations  contained  in  paragraph  21  (f) 
of  said  notices  and  orders  are  denied  except  that,  if  it 
should  be  determined  that  the  corporate  structure  or 
continued  existence  of  any  of  the  gas  utility  companies 
in  the  holding  company  system  of  Philadelphia  Com¬ 
pany,  including  the  holding  company  system  of  Pitts¬ 
burgh  and  West  Virginia  Gas  Company,  unduly  or  un¬ 
necessarily  complicates  the  structure  of  such  holding 
company  systems,  or  either  of  them,  within  the  mean¬ 
ing  of  Section  11  ( b )  ( 2 )  of  the  Act,  properly  construed 
and  applied,  such  complexities  will  be  eliminated  as  a 
result  of  the  action  to  be  taken  with  respect  to  such  gas 
utility  companies,  as  stated  in  paragraphs  32,  33  and  34 
of  this  answer. 

22(a)  The  allegations  contained  in  the  introduc¬ 
tory  paragraph  and  in  subparagraph  ( a )  of  paragraph 
22  of  said  notices  and  orders  are  denied  except  as  herein¬ 
after  stated  in  this  paragraph  22(a)  and  in  paragraph 
22(b)  of  this  answer.  It  is  alleged  that  the  Respondents 
are  without  knowledge  or  information  sufficient  to  form 
a  belief  as  to  the  truth  of  the  averment  that  the  facts 
otherwise  disclosed  to  the  Commission  in  the  course  of 
its  investigation  referred  to  in  said  notices  and  orders 
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indicate  or  tend  to  indicate  the  facts  and  conclusions 
alleged  in  paragraph  22  of  said  notices  and  orders,  j 

i 

! 

22(b)  The  allegations  contained  in  paragraph  22(b) 
of  said  notices  and  orders  are  denied.  It  is  alleged  th&t 
Standard  Power  is  in  the  process  of  liquidation  and  dis¬ 
solution  pursuant  to  order  of  the  Commission  (File  No. 
59-13) ;  that  under  the  plan  of  integration  proposed  by 
Standard  Gas  and  approved  by  the  Commission  on 
August  8,  1941  (File  No.  59-9),  Standard  Gas  is  dis¬ 
posing  of  all  its  holdings  except  its  holdings  in  Phila¬ 
delphia  Company  and  Public  Utility  Engineering  and 
Service  Corporation,  and  that  under  said  plan  Standard 
Gas  and  Philadelphia  Company  are  to  merge  or  consoli¬ 
date;  and  that,  upon  the  consummation  of  the  foregoing 
steps  the  continued  combination  of  all  of  the  electric 
and  gas  properties  within  the  Philadelphia  Company 
system  under  the  control  of  the  company  resulting  from 
the  aforesaid  merger  or  consolidation  will  not  be  so 
large  as  to  impair  the  advantages  of  localized  manage^ 
ment,  efficient  operation,  and  the  effectiveness  of  regut 
lation.  | 

i 

22(c)  The  allegations  contained  in  paragraph  22(c) 
of  said  notices  and  orders  are  denied. 

i 

22(d)  The  allegations  contained  in  paragraph  22(d); 
of  said  notices  and  orders  are  denied. 

i 

23.  In  many  other  respects  paragraphs  1  to  22,! 
both  inclusive,  of  said  notices  and  orders,  contain  in¬ 
accuracies  which  Respondents  do  not  regard  as  ma-, 
terial  for  the  purposes  of  this  answer  and  accordingly; 
have  not  enumerated  herein.  Respondents  reserve  the  j 
right,  however,  to  specify  and  set  forth  such  inaccura-  i 
cies  in  detail  should  they  be  material  to  this  proceeding,  j 
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FURTHER  DEFENSES 

In  further  answer  to  the  aforesaid  notices  and 
orders  and  by  way  of  explaining  the  positions  of  the 
Respondents  in  respect  thereto,  the  Respondents  do 
jointly  and  severally  allege  and  aver: 

Defenses  Respecting  Section  11(b)(1) 

The  present  operations  of  the  holding  company 
system  of  Philadelphia  Company,  including  the  present 
operations  of  the  holding  company  system  of  Pitts¬ 
burgh  and  West  Virginia  Gas  Company,  are  in  con¬ 
formity  with  the  requirements  of  Section  11(b)(1)  of 
the  Act  for  the  reasons  stated  in  the  paragraphs  24  to 
27,  inclusive,  of  this  answer. 

24.  The  present  operations  of  the  electric  and  gas 
utility  companies  in  the  holding  company  system  of 
Philadelphia  Company,  including  the  present  operations 
of  the  holding  company  system  of  Pittsburgh  and  West 
Virginia  Gas  Company,  are  limited,  within  the  meaning 
of  Section  11(b)(1)  of  the  Acts  to  a  single  integrated 
public-utility  system,  and  together  constitute  a  single 
integrated  public  utility  system.  In  support  thereof 
Respondents  allege  as  follows: 

(a)  The  holding  company  system  of  Philadelphia 
Company,  as  presently  constituted,  embraces  an  elec¬ 
tric  utility  system,  consisting  of  the  generating  plants, 
transmission  lines  and  distributing  facilities  operated 
by  Duquesne  Light  Company;  a  gas  utility  system,  com¬ 
posed  of  Equitable  Gas  Company,  Pittsburgh  and  West 
Virginia  Gas  Company  and  Philadelphia  Company;  and 
various  other  businesses  described  in  paragraph  26  of 
this  answer,  none  of  which  constitutes  the  business  of 
a  public-utility  company  as  defined  in  Section  2(a)  (5) 
of  the  Act  aforesaid. 
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(b)  The  generating  plants,  transmission  lines  and 
distributing  facilities  operated  by  Duquesne  and  com¬ 
prising  the  electric  utility  system  aforesaid  are  located 
in  the  adjoining  counties  of  Allegheny,  Beaver  and,  to 
a  minor  extent,  Westmoreland,  all  within  the  State  of 
Pennsylvania  and  are  entirely  physically  intercon¬ 
nected  and  operated  as  a  single  interconnected  and 
coordinated  system,  which  provides  electric  light,  heat 
and  power  service  in  the  City  of  Pittsburgh,  Penn- 
sylvania,  and  surrounding  municipalities.  Approximate¬ 
ly  142  communities,  having  an  aggregate  population 
of  approximately  1,440,390  based  on  the  1940  Fed¬ 
eral  census,  are  served  by  the  system,  of  which  approxi¬ 
mately  671,659  according  to  such  census,  reside  in  the 
City  of  Pittsburgh.  The  area  served  embraces  approxi¬ 
mately  817  square  miles,  is  closely  integrated,  both  geo¬ 
graphically  and  economically,  and  is  located  in  what  is 
commonly  referred  to  as  the  Pittsburgh  District. 

Attached  hereto,  made  part  hereof  and  marked 
Exhibit  A  is  a  map  showing,  inter  alia,  the  location  of  ! 
the  generating  plants  and  transmission  lines  operated! 
by  Duquesne  Light  Company. 

The  aforesaid  electric  utility  system  is  being  op-  j 
erated  economically  as  a  single  interconnected  and  co-  j 
ordinated  system  and  can  only  be  operated  economically  j 
as  a  single  interconnected  and  coordinated  system. 

i 

The  history  of  the  aforesaid  electric  utility  system  i 
has  been  one  of  steady  growth  and  development  keep-  j 
ing  pace  with  the  progress  of  the  art,  the  expansion  of  j 
communities  and  the  demands  of  consumers.  Notwith-  j 
standing  the  fact  that  the  system  has  grown  tremen¬ 
dously  from  the  beginning,  its  present  size  is  entirely  j 
in  keeping  with  the  state  of  the  art  and  the  character-  j 
istics  of  the  area  or  region  to  which  it  is  confined.  Nor 
is  the  area  or  region  served  by  the  system  large,  con¬ 
sidering  the  state  of  the  art  and  the  characteristics  of  j 
said  area  or  region. 


i 
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Neither  the  size  of  the  aforesaid  electric  utility  sys¬ 
tem  nor  the  size  of  the  area  or  region  which  it  serves 
has  heretofore,  in  any  manner,  impaired  the  advantages 
of  localized  management,  the  efficient  operation  of  the 
system  or  the  effectiveness  of  regulation.  The  system  is 
local  and  intrastate  in  character.  While  energy  is  inter¬ 
changed  with  other  electric  utility  systems,  either  op¬ 
erating  beyond  the  State  or  interconnected  physically 
with  other  systems  operating  beyond  the  State,  the 
amount  of  energy  thus  interchanged  is  infinitesimal 
when  compared  with  the  total  energy  generated  by  the 
system,  and  the  total  energy  consumed  by  customers  of 
the  system,  within  the  State.  The  system  has  heretofore 
been,  and  now  is,  effectively  regulated  by  the  Pennsyl¬ 
vania  Public  Utility  Commission,  the  regulatory  body 
created  by  the  laws  of  Pennsylvania;  and  the  system 
has  heretofore  been,  and  now  is,  operated  efficiently. 
Nor  has  size  adversely  affected  the  advantages  of  local¬ 
ized  management.  The  size  of  the  system  and  of  the  ter¬ 
ritory  served  by  the  system  is  compatible  with  a  central¬ 
ized  local  management,  and  the  system  has  been  locally 
managed,  at  Pittsburgh,  Pennsylvania,  for  some  time 
past,  by  officers  and  directors  residing,  for  the  most 
part,  either  in  the  City  of  Pittsburgh  or  in  surrounding 
municipalities. 

The  aforesaid  electric  utility  system  is,  within  the 
meaning  of  Section  2(a)  (29)  (A)  of  the  Act,  confined 
in  its  operations  to  a  single  area  or  region,  in  Penn¬ 
sylvania,  not  so  large  as  to  impair  ( considering  the  state 
of  the  art  and  the  area  or  region  affected)  the  advan¬ 
tages  of  localized  management,  efficient  operation,  and 
the  effectiveness  of  regulation. 

(c)  Of  the  three  companies  comprising  the  gas 
utility  system  hereinbefore  mentioned  in  subparagraph 
(a)  hereof,  Philadelphia  Company  owns,  but  does  not 
presently  operate  certain  natural  gas  producing,  trans- 
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mission  and  distributing  properties,  which  are  leased 
to  Equitable  Gas  Company  and  employed  by  that  com¬ 
pany  in  its  operations.  | 

Equitable  Gas  Company  itself  owns  certain  other 
gas  producing,  transmission  and  distributing  properties. 
The  properties  owned  and  leased  by  Equitable  Gas  Com¬ 
pany  consist  of  gas  rights  and  leaseholds,  gas  wells, 
field  and  transmission  lines,  compressor  stations,  dis¬ 
tribution  mains  and  supplemental  properties  and  appur¬ 
tenances,  located  in  the  adjoining  counties  of  Allegheny, 
Armstrong,  Butler,  Fayette,  Greene,  Indiana,  Washing¬ 
ton  and  Westmoreland,  all  within  the  western  part  qf 
the  State  of  Pennsylvania.  Equitable  Gas  Company  is 
engaged  primarily  in  the  retail  distribution  of  natural 
gas  in  the  City  of  Pittsburgh,  Pennsylvania,  and  sur¬ 
rounding  communities  in  said  Allegheny,  Armstrong, 
Greene,  Washington  and  Westmoreland  Counties.  Serv¬ 
ice  is  provided  in  4  cities,  63  boroughs  and  83  townships, 
having  an  aggregate  population  of  1,489,404  based  on 
the  1940  Federal  census.  The  area  served  by  the  distri¬ 
bution  system  of  Equitable  Gas  Company  embraces  ap¬ 
proximately  501  square  miles,  is  closely  integrated,  both 
geographically  and  economically,  and  is  located  in  wha^ 
is  commonly  referred  to  as  the  Pittsburgh  District. 
Equitable  Gas  Company  purchases  the  major  portion  of 
its  gas  supply  from  Pittsburgh  and  West  Virginia  Gas 
Company.  Deliveries  by  Pittsburgh  and  West  Virginia 
are  made  at  the  West  Virginia-Pennsylvania  state  line,, 
where  the  mains  of  Pittsburgh  and  West  Virginia  ini 
West  Virginia  are  connected  to  the  mains  of  Equitable; 
Gas  Company  in  Pennsylvania.  j 

Pittsburgh  and  West  Virginia  owns  certain  gas  j 
producing,  transmission  and  distributing  properties,  j 
consisting  of  gas  rights  and  leaseholds,  gas  wells,  field  j 
and  transmission  lines,  compressor  stations,  distribution 
mains  and  supplemental  properties  and  appurtenances,  I; 
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located  in  the  adjoining  counties  of  Braxton,  Clay, 
Doddridge,  Gilmer,  Harrison,  Lewis,  Marion,  Monongalia, 
Preston,  Randolph,  Ritchie,  Taylor,  Tucker,  Tyler,  Up¬ 
shur  and  Wetzel,  all  within  the  northern  part  of  the  state 
of  West  Virginia.  Pittsburgh  and  West  Virginia  is  en¬ 
gaged  primarily  in  the  production  and  transportation  of 
natural  gas,  operating  in  northern  West  Virginia.  It  also 
sells  a  very  small  amount  of  gas  at  retail  in  northern 
West  Virginia.  Pittsburgh  and  West  Virginia  purchases 
the  major  portion  of  its  gas  supply  from  Kentucky  West 
Virginia  Gas  Company,  a  non  public-utility  company 
whose  operations  are  described  in  subparagraph  (e) 
of  paragraph  26  of  this  answer. 

Exhibit  A,  attached  hereto,  shows,  inter  alia,  the 
location  of  the  transportation  lines  operated  by  Equi¬ 
table  Gas  Company  (including  those  leased  from  Phila¬ 
delphia  Company)  and  Pittsburgh  and  West  Virginia 
Gas  Company. 

The  aforesaid  gas  utility  system,  composed  of  Pitts¬ 
burgh  and  West  Virginia  Gas  Company,  Equitable  Gas 
Company  and  Philadelphia  Company,  is  operated  as  a 
single  coordinated  system  in  the  adjoining  States  of 
West  Virginia  and  Pennsylvania  and  the  bulk  of  the 
gas  used  by  Pittsburgh  and  West  Virginia  Gas  Company 
and  Equitable  Gas  Company  in  their  operation  of  the 
coordinated  system  is  derived  from  common  sources 
of  supply. 

By  reason  of  location  and  the  relationship  of  prop¬ 
erties,  substantial  economies  are  effectuated  through 
the  operation  of  the  aforesaid  gas  utility  system  as  a 
single  coordinated  system.  Such  economies  arise  in  part 
through  the  coordination  under  single  control  of  market 
and  supply;  in  part  from  the  joint  employment  by  the 
operating  companies  of  certain  executive  officers  and 
operating  personnel,  the  joint  occupancy  of  office  space, 
and  the  joint  purchase  of  certain  materials  and  sup- 
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plies  of  a  type  used  by  the  operating  companies  in 
common;  and  in  part  from  other  sources  and  cause?. 
Separate  uncoordinated  operation  of  the  several  prop¬ 
erties  comprising  the  system  would  result  in  a  loss  of 
substantial  savings  to  such  properties  and  would  be 
detrimental  to  the  public  interest  and  the  interest  of 
investors  and  consumers.  j 

i 

The  aforesaid  gas  utility  system  has  grown  and 
developed  with  the  progress  of  the  art,  the  expansion 
of  communities  and  the  demands  of  consumers.  Its 

l 

present  size  is  entirely  in  keeping  with  the  state  of  the 
art  and  the  characteristics  of  the  area  or  region  to 
which  it  is  confined.  Nor  is  the  area  or  region  served 
by  the  system  large  considering  the  state  of  the  art 
and  the  characteristics  of  said  area  or  region. 

i 

Neither  the  size  of  the  aforesaid  gas  utility  system 
nor  the  size  of  the  area  or  region  which  it  serves  has 
heretofore,  in  any  manner,  impaired  the  advantages 
of  localized  management,  the  efficient  operation  of  the 
system  or  the  effectiveness  of  regulation.  While  the 
system  extends  into  two  states,  the  retail  distribution! 
of  gas  by  Equitable  Gas  Company  in  Pennsylvania  and 
by  Pittsburgh  and  West  Virginia  Gas  Company  in  West 
Virginia  is  local  and  intrastate  in  character.  Equitable 
Gas  Company’s  business  of  distributing  gas  at  retail 
in  Pennsylvania  has  heretofore  been,  and  now  is,  effec¬ 
tively  regulated  by  the  Pennsylvania  Public  Utility 
Commission  and  Pittsburgh  and  West  Virginia’s  busi¬ 
ness  of  distributing  gas  at  retail  in  West  Virginia  has 
heretofore  been,  and  now  is,  effectively  regulated  by 
the  Public  Service  Commission  of  West  Virginia;  and 
the  system  has  heretofore  been,  and  now  is,  operated 
efficiently.  Nor  has  size  adversely  affected  the  advan¬ 
tages  of  localized  management.  The  size  of  the  system 
and  of  the  territory  served  by  the  system  is  compatible 
with  a  centralized  local  management,  and  the  system 
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has  been  locally  managed,  at  Pittsburgh,  Pennsylvania, 
for  some  time  past,  by  officers  and  directors  residing, 
for  the  most  part,  either  in  the  City  of  Pittsburgh  or 
in  surrounding  municipalities. 

The  aforesaid  gas  utility  system  is,  within  the 
meaning  of  Section  2(a)  (29)  (B)  of  the  Act,  confined 
in  its  operations  to  a  single  area  or  region,  in  Pennsyl¬ 
vania  and  West  Virginia,  not  so  large  as  to  impair 
( considering  the  state  of  the  art  and  the  area  or  region 
affected)  the  advantages  of  localized  management,  effi¬ 
cient  operation,  and  the  effectiveness  of  regulation ;  and 
this  is  particularly  so  by  reason  of  the  fact  that  Equi¬ 
table  Gas  Company  and  Pittsburgh  and  West  Virginia 
derive  the  bulk  of  the  gas  employed  in  their  operations 
from  common  sources  of  supply. 

(d)  The  electric  utility  business  of  Duquesne 
Light  Company  and  the  gas  utility  business  of  Equita¬ 
ble  Gas  Company  are  centered  in  the  City  of  Pittsburgh, 
and  the  operations  conducted  by  said  companies  and  by 
Pittsburgh  and  West  Virginia  Gas  Company  are  con¬ 
fined  to  the  same  general  territory.  All  of  the  electric 
utility  properties  in  the  holding  company  system  of 
Philadelphia  Company  and  all  of  the  utility  properties 
in  the  said  holding  company  system,  both  gas  utility 
and  electric  utility,  are  in  close  geographic  proximity 
to  each  other. 

Duquesne  Light  Company,  Equitable  Gas  Company, 
Pittsburgh  and  West  Virginia  Gas  Company  and  Phila¬ 
delphia  Company  are  all  managed  in  the  City  of  Pitts¬ 
burgh.  There  are  approximately  1235  employees  who 
are  employed  jointly  by  each  of  said  companies  in  cer¬ 
tain  general  departments  maintained  jointly  by  those 
companies,  such  as  the  Treasury,  Secretary,  Purchasing, 
Accounting,  Personnel,  Law,  Adjustment  and  Advertis¬ 
ing  Departments. 
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Substantial  economies  are  effectuated  through  the 
coordinated  operation  of  the  aforesaid  electric  utility 
and  gas  utility  properties  as  parts  of  the  same  holding 
company  system.  Such  economies  arise  generally  fro?n 
reductions  in  the  operating  expenses  of  the  electric  and 
gas  utility  companies  effectuated  through  the  joint  em¬ 
ployment  by  said  companies  of  certain  executive  on¬ 
cers  and  operating  personnel,  the  joint  occupancy  of 
office  and  display  space,  and  the  joint  purchase  of  cer¬ 
tain  materials  and  supplies  of  a  type  used  by  said  com¬ 
panies  in  common,  as  well  as  from  other  sources  and 
causes.  i 

The  electric  utility  properties  of  Duquesne  are 
physically  inter-connected  and  economically  operated  as 
a  single  interconnected  and  coordinated  system;  the 
gas  utility  companies  in  the  holding  company  systeni 
of  Philadelphia  Company  are  so  located  and  related  that 
substantial  economies  are  effectuated  by  being  operated 
as  a  single  coordinated  system;  and  the  combined  op¬ 
erations  of  said  electric  utility  properties  and  said  gas 
utility  companies  are  confined  to  a  single  area  or  region 
in  the  adjoining  states  of  Pennsylvania  and  West  Vir^ 
ginia,  not  so  large  as  to  impair  (considering  the  state 
of  the  art  and  the  area  or  region  affected)  the  advan¬ 
tages  of  localized  management,  efficient  operation,  and! 
the  effectiveness  of  regulation. 

The  operation  of  electric  utility  properties  and  gas 
utility  properties  in  the  same  territory  as  parts  of  the; 
same  holding  company  system  is  not  contrary  to  any 
provision  of  law  or  to  any  rule  of  public  policy  of  the 
State  of  Pennsylvania  or  of  the  State  of  West  Virginia. 

25.  If  Section  11(b)(1)  of  the  Act,  properly  con¬ 
strued,  means  that  a  single  integrated  public-utility 
system  cannot  include  both  electric  and  gas  operations, 
or  if  Section  11(b)(1)  of  the  Act,  properly  applied, 
means  that  the  electric  and  gas  operations  of  the  Phila- 
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delphia  Company  system  do  not  together  constitute  a 
single  integrated  public-utility  system,  then  Respond¬ 
ents  allege  that  the  operations  of  Duquesne  constitute 
an  integrated  public-utility  system,  and  the  operations 
of  the  gas  utility  companies  in  the  holding  company 
system  of  Philadelphia  Company,  including  the  opera¬ 
tions  of  the  holding  company  system  of  Pittsburgh 
and  West  Virginia  Gas  Company,  constitute  an  inte¬ 
grated  public-utility  system.  In  such  event  Philadelphia 
Company  has  the  right  and  hereby  does  elect  to  retain 
the  integrated  public-utility  system  operated  by  Du¬ 
quesne  as  its  principal  system,  and  to  continue  to  con¬ 
trol  the  integrated  public-utility  system  operated  by  the 
gas  utility  companies  in  the  holding  company  system 
of  Philadelphia  Company  as  an  additional  integrated 
public-utility  system,  and  the  retention  of  such  principal 
system  and  such  additional  system  under  the  common 
control  of  Philadelphia  Company  is  in  conformity  with 
the  provisions  of  subparagraphs  (A),  (B),  and  (C) 
of  Section  11(b)(1)  of  the  Act.  Accordingly,  the  pro¬ 
visions  of  subparagraphs  (A),  (B),  and  (C)  of  Sec¬ 
tion  11(b)(1)  of  the  Act  require  the  Commission  to  find 
that  the  continued  operation  of  the  integrated  public- 
utility  system  comprised  of  the  operations  of  Duquesne 
and  the  integrated  public-utility  system  comprised  of 
the  operations  of  the  gas  utility  companies  in  the  Phila¬ 
delphia  Company  holding  company  system  under  the 
common  control  of  Philadelphia  Company  is  in  con¬ 
formity  with  subparagraphs  (A),  (B),  and  (C)  of 
Section  11(b)(1)  of  the  Act,  and  the  provisions  of 
Section  11(b)(1)  of  the  Act  require  the  Commission 
to  permit  Philadelphia  Company  to  retain  the  integrated 
public-utility  system  comprised  of  the  operations  of 
the  gas  utility  companies  in  the  Philadelphia  Company 
holding  company  system  as  an  appropriate  additional 
system.  In  support  thereof  Respondents  allege  as  fol¬ 
lows: 


— 
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(a)  The  operations  of  Duquesne  constitute  an 

integrated  public-utility  system,  and  the  operations  of 
the  aforesaid  gas  utility  companies  constitute  an  inte¬ 
grated  public-utility  system  by  reason  of  the  facts 
stated  in  subparagraphs  (b)  and  (c)  of  paragraph  24 
of  this  answer.  j 

i 

(b)  The  integrated  gas  utility  system  cannot  be 
operated  as  an  independent  system  without  the  loss  of 
the  substantial  economies  which  are  now  effectuated 
as  stated  in  subparagraph  (d)  of  paragraph  24  of  this 
answer.  Such  economies  can  be  secured  by  the  retenL 
tion  of  control  by  the  Philadelphia  Company  of  the  inte* 
grated  gas  utility  system. 

i 

(c)  The  integrated  gas  utility  system  is  located 
in  the  State  of  Pennsylvania  (in  which  Duquesne  op¬ 
erates  ) ,  and  in  the  adjoining  State  of  West  Virginia,  as 
more  fully  stated  in  subparagraphs  (b)  and  (c)  of 
paragraph  24  of  this  answer. 

(d)  The  continued  combination  of  the  said  gas 
utility  system  and  the  said  electric  utility  system  under 
the  control  of  Philadelphia  Company  is  not  so  large 
( considering  the  state  of  the  art  and  the  area  or  region 
affected)  as  to  impair  the  advantages  of  localized  man¬ 
agement,  efficient  operation,  or  the  effectiveness  of  reg-i 

ulation.  j 

i 

26.  The  other  businesses  (of  a  non  public-utility; 
company  nature)  now  embraced  within  the  operations 
of  the  holding  company  system  of  Philadelphia  Com-  ; 
pany  are  reasonably  incidental,  and  economically  neces¬ 
sary  or  appropriate  to  the  operations  of  the  single  in-  j 
tegrated  public  utility  system  described  in  paragraph  j 
24  hereof  or,  in  the  alternative,  to  the  principal  inte-  I 
grated  public  utility  system  or  to  the  additional  inte-  ! 
grated  public  utility  system  described  in  paragraph  25  j 
hereof,  or  to  both  of  such  systems,  and  are  necessary  ; 


128a  Answer  of  Philadelphia  Co.  et  aZ. 

or  appropriate  to  the  public  interest  or  for  the  protec¬ 
tion  of  investors  or  consumers  and  not  detrimental  to 
the  proper  functioning  of  such  system  or  systems.  In 
support  thereof  Respondents  allege  as  follows: 

(a)  Allegheny  County  Steam  Heating  Company, 
a  direct  subsidiary  company  of  Duquesne,  furnishes 
steam  heating  service  in  the  principal  business  section 
of  the  City  of  Pittsburgh.  Its  properties  consist  of  cer¬ 
tain  steam  generating  plants  located  in  the  downtown 
business  district  of  the  City  and  certain  steam  lines 
and  underground  tunnels  and  conduits  which  are  also 
located  in  said  district.  One  of  the  steam  electric  gen¬ 
erating  plants  of  Duquesne  is  located  in  the  Stanwix 
Plant  of  Allegheny  County  Steam  Heating  Company 
and  exhausts  to  the  steam  heating  system  of  said  Alle¬ 
gheny  County  Steam  Heating  Company.  The  operations 
of  the  said  Steam  Heating  Company  have  enabled  Du¬ 
quesne  to  add  to  its  service  certain  relatively  large  con¬ 
sumers  in  the  downtown  business  district  of  the  City, 
which  consumers  theretofore  operated  their  own  steam 
heating  plants  and  utilized  the  electricity  generated  as 
a  by-product  for  their  own  requirements  of  light  and 
power. 

The  executive  officers  of  Allegheny  County  Steam 
Heating  Company  are  also  executive  officers  of  Du¬ 
quesne  and  many  of  the  operating  personnel  of  the 
company  are  also  employed  by  Duquesne.  Certain  office 
space  is  jointly  occupied  by  both  companies  and  certain 
types  of  materials  and  supplies  used  by  both  companies 
in  common  are  jointly  purchased  by  both  companies. 
Substantial  economies  are  effectuated  thereby. 

The  business  conducted  by  Allegheny  County  Steam 
Heating  Company  is  reasonably  incidental  and  economi¬ 
cally  necessary  or  appropriate  to  the  operations  of  the 
single  integrated  public-utility  system  described  in  para¬ 
graph  24  hereof  or,  in  the  alternative,  to  the  opera- 
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tions  of  the  principal  integrated  public-utility  system 
described  in  paragraph  25  hereof,  within  the  contem¬ 
plation  and  meaning  of  Section  11(b)(1)  of  the  Act. 

I 

i 

(b)  Cheswick  and  Harmar  Railroad  Company,  a 
direct  subsidiary  company  of  Philadelphia  Company; 
owns  and  operates  a  steam  railroad  extending  from  th4 
Harwick  Mine  of  Duquesne  to  the  Colfax  Power  Plant 
of  Duquesne,  in  the  Borough  of  Springdale,  Allegheny 
County,  Pennsylvania,  a  distance  of  about  1%  miles^ 
While  the  road  has  connections  with  the  Pennsylvania 
Railroad  and  the  Bessemer  and  Lake  Erie  Railroad  and 
is  classified  as  an  interstate  carrier  by  the  Interstate 
Commerce  Commission,  practically  its  entire  business 
consists  of  the  transportation  of  coal  from  the  Harwick 
Mine  to  the  Colfax  Power  Plant,  where  the  coal  is  con¬ 
sumed  in  the  generation  of  electric  energy  by  Duquesne.  i 
The  operations  of  Cheswick  and  Harmar  Railroad  Com-  ! 
pany  are  an  integral  part  of  the  mouth-of-the-mine  op-  j 
eration  of  the  Colfax  Power  Plant  of  Duquesne. 

Certain  of  the  executive  officers  of  Cheswick  and 
Harmar  Railroad  Company  are  also  executive  officers 
of  Duquesne  and  certain  of  the  operating  personnel  of  | 
the  company  are  also  employed  by  Duquesne.  Certain  of- ! 
fice  space  is  jointly  occupied  with  Duquesne  and  certain  j 
types  of  materials  and  supplies  used  by  Cheswick  and1 
Harmar  Railroad  Company  and  Duquesne  in  common  i 
are  jointly  purchased  by  said  companies.  Substantial  j 
economies  are  effectuated  thereby. 

The  business  conducted  by  Cheswick  and  Harmar  ! 
Railroad  Company  is  reasonably  incidental  and  eco-  j 
nomically  necessary  or  appropriate  to  the  operations  of 
the  single  integrated  public-utility  system  described  in  j 
paragraph  24  hereof  or,  in  the  alternative,  to  the  op-  j 
erations  of  the  principal  integrated  public-utility  sys¬ 
tem  described  in  paragraph  25  hereof,  within  the  con- 


i 
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templation  and  meaning  of  Section  11(b)(1)  of  the 
Act. 

(c)  Philadelphia  Oil  Company,  a  direct  subsid¬ 
iary  company  of  Pittsburgh  and  West  Virginia  Gas 
Company,  is  engaged  principally  in  the  production  and 
sale  of  oil  in  the  territory  within  which  Pittsburgh  and 
West  Virginia  produces  natural  gas.  In  the  past  it  has, 
but  it  is  not  presently,  engaged  in  the  production  and 
sale  of  oil  in  the  territory  within  which  Equitable  Gas 
Company  produces  natural  gas.  Its  properties  consist 
of  certain  gas  and  oil  leasholds,  oil  wells,  field  lines  and 
supplemental  properties,  all  located  in  northwestern 
West  Virginia.  The  company’s  business  is  operated  as 
an  adjunct  to  the  gas  business  conducted  by  Pittsburgh 
and  West  Virginia.  The  company  has  agreements  pro¬ 
viding  for  the  purchase  at  cost  from  Pittsburgh  and 
West  Virginia  and  Equitable  Gas  Company  of  all  oil 
wells  drilled  by  them  and  for  the  sale  at  cost  to  each 
of  such  companies  of  all  gas  wells  drilled  by  it  in  the 
territory  of  the  respective  company. 

The  executive  officers  of  Philadelphia  Oil  Com¬ 
pany,  for  the  most  part,  are  also  executive  officers  of 
Pittsburgh  and  West  Virginia  and  Equitable  Gas  Com¬ 
pany  and  certain  of  the  operating  personnel  of  the  com¬ 
pany  are  also  employed  by  Pittsburgh  and  West  Virginia 
and/or  Equitable  Gas  Company.  Certain  office  space  is 
jointly  occupied  with  Pittsburgh  and  West  Virginia  and/ 
or  Equitable  Gas  Company  and  certain  types  of  ma-  1 
terials  and  supplies  used  by  Philadelphia  Oil  Company 
and  either  or  both  of  said  companies  in  common  are 
jointly  purchased  by  Philadelphia  Oil  Company  with  . 
either  or  both  of  said  companies.  Substantial  economies 
are  effectuated  thereby. 

The  business  conducted  by  Philadelphia  Oil  Com¬ 
pany  is  reasonably  incidental  and  economically  neces- 
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sary  or  appropriate  to  the  operations  of  the  single  in¬ 
tegrated  public-utility  system  described  in  paragraph 
24  hereof  or,  in  the  alternative,  to  the  operations  of  the 
additional  integrated  public  utility  system  described 
in  paragraph  25  hereof,  within  the  contemplation  and 
meaning  of  Section  11(b)  (1)  of  the  Act. 

I 

(d)  Finleyville  Oil  and  Gas  Company,  a  direct 
subsidiary  company  of  Philadelphia  Company,  is  a  nat¬ 
ural  gas  producing  company,  operating  in  Allegheny 
and  Washington  Counties,  Pennsylvania.  Its  properties 
consist  of  certain  gas  rights  and  leasholds,  gas  wellg, 
and  field  and  transmission  lines,  and  certain  supple- 
mental  properties  and  appurtenances,  all  located  in  A1L 
legheny  and  Washington  Counties,  Pennsylvania.  Ex¬ 
cept  for  such  gas  as  it  uses  itself,  all  of  the  gas  produced 
by  the  company  is  sold  to  Equitable  Gas  Company  and 
used  by  that  company  in  the  conduct  of  its  business. 

i 

The  executive  officers  of  Finleyville  are  also  execu* 
tive  officers  of  Pittsburgh  and  West  Virginia  and  Equi¬ 
table  Gas  Company  and  all  of  the  operating  personnel 
of  the  company  are  also  employed  by  Pittsburgh  and 
West  Virginia  and/or  Equitable  Gas  Company.  Office 
space  is  jointly  occupied  with  Pittsburgh  and  West 
Virginia  and/or  Equitable  Gas  Company  and  certain 
types  of  materials  and  supplies  used  by  Finleyville  and 
either  or  both  of  said  companies  in  common  are  jointly 
purchased  by  Finleyville  with  either  or  both  of  said  com-i 
panies.  Substantial  economies  are  effectuated  thereby. 

The  business  conducted  by  Finleyville  is  reasonably  ! 
incidental  and  economically  necessary  or  appropriate: 
to  the  operations  of  the  single  integrated  public-utility  ; 
system  described  in  paragraph  24  hereof  or,  in  the  al- ; 
temative,  to  the  operations  of  the  additional  integrated  i 
public-utility  system  described  in  paragraph  25  here-  i 
of,  within  the  contemplation  and  meaning  of  Section  j 
11(b)  (1)  of  the  Act.  i 

i 

j 

i 

I 
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(e)  Kentucky  West  Virginia  Gas  Company,  a  di¬ 
rect  subsidiary  company  of  Philadelphia  Company,  is 
a  natural  gas  producing  company,  operating  in  eastern 
Kentucky.  Its  properties  consist  of  certain  gas  and  oil 
rights  and  leaseholds,  gas  and  oil  wells,  gathering  and 
well  connecting  lines,  compressor  stations,  and  supple¬ 
mental  properties  and  appurtenances,  all  located  in 
eastern  Kentucky.  For  the  past  five  years  or  longer  ap¬ 
proximately  767c  of  the  total  gas  sold  by  the  Company 
has  been  sold  to  Pittsburgh  and  West  Virginia  Gas 
Company,  approximately  19%  to  Louisville  Gas  and 
Electric  Company  (a  Kentucky  corporation) ,  an  affiliate 
which  owns  a  40%  interest  in  the  voting  securities  of 
the  company,  and  the  balance  at  wholesale  to  non- 
affiliated  companies  for  resale  or  at  retail  to  customers 
along  its  pipe  line  right  of  way  in  eastern  Kentucky. 

At  the  present  time  the  gas  sold  by  Kentucky  West 
Virginia  Gas  Company  to  Pittsburgh  and  West  Virginia 
is,  at  the  direction  of  the  latter  company,  delivered  into 
the  lines  of  United  Fuel  Gas  Company,  a  non-affiliated 
company,  in  Kentucky  in  exchange  for  an  equivalent 
amount  of  gas  delivered  by  United  Fuel  Gas  Company 
into  the  lines  of  Pittsburgh  and  West  Virginia  in  West 
Virginia.  This  arrangement  eliminates  the  necessity  for 
the  construction  of  a  transmission  line  connecting  the 
gas  utility  system  operated  by  Pittsburgh  and  West 
Virginia  and  Equitable  Gas  Company  with  the  gas 
supply  of  Kentucky  West  Virginia  Gas  Company. 

Without  the  supply  of  gas  which  Pittsburgh  and 
West  Virginia  is  able  to  obtain  from  United  Fuel  Gas 
Company  through  exchanging  gas  produced  by  Ken¬ 
tucky  West  Virginia  Gas  Company,  the  aforesaid  gas 
utility  system  could  not  meet  the  demands  of  its  cus¬ 
tomers.  The  extensive  gas  reserves  of  Kentucky  West 
Virginia  Gas  Company  afford  an  adequate  source  of 
supply  to  the  system  for  many  years  to  come. 


i 
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Certain  of  the  executive  officers  of  Kentucky  West 
Virginia  Gas  Company  are  also  executive  officers  of 
Pittsburgh  and  West  Virginia  Gas  Company  and  Equir 
table  Gas  Company  and  certain  of  the  operating  per¬ 
sonnel  of  the  company  are  also  employed  by  Pittsburgh 
and  West  Virginia  Gas  Company  and/or  Equitable  Gas 
Company.  Certain  office  space  is  jointly  occupied  with 
Pittsburgh  and  West  Virginia  Gas  Company  and/or 
Equitable  Gas  Company  and  certain  types  of  materials 
and  supplies  used  by  Kentucky  West  Virginia  Gas  Com¬ 
pany  and  either  or  both  of  said  companies  in  common 
are  jointly  purchased  by  Kentucky  West  Virginia  Gas 
Company  with  either  or  both  of  said  companies.  Sub¬ 
stantial  economies  are  effectuated  thereby.  j 

The  business  conducted  by  Kentucky  West  Virginia 
Gas  Company  is  reasonably  incidental  and  economically 
necessary  or  appropriate  to  the  operations  of  the  single 
integrated  public-utility  system  described  in  paragraph; 
24  hereof  or,  in  the  alternative,  to  the  operations  of  the  | 
additional  integrated  public-utility  system  described  in; 
paragraph  25  hereof,  within  the  contemplation  and  i 
meaning  of  Section  11(b)(1)  of  the  Act. 

(f )  Equitable  Auto  Company,  a  direct  subsidiary 
company  of  Philadelphia  Company,  is  a  subsidiary 
service  company  under  Section  13  of  the  Act  and 
has  been  approved  as  such  by  the  Commission.  It  main¬ 
tains  and/or  supervises  the  use  of  automotive  equip¬ 
ment  for  subsidiary  companies  of  Philadelphia  Com¬ 
pany,  including  Duquesne,  Pittsburgh  and  West  Vir¬ 
ginia  and  Equitable  Gas  Company,  and  for  the  Trustees 
of  Pittsburgh  Railways  Company  and  the  Trustees  of 
Pittsburgh  Motor  Coach  Company  hereinafter  men¬ 
tioned  in  subparagraph  (h)  of  this  paragraph  26.  It 
also  leases  certain  automotive  equipment  to  said  com¬ 
panies  and  to  said  Trustees.  Such  services  are  rendered 
by  the  company  on  a  cost  basis  and  are  necessary  to  the 
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conduct  of  the  business  of  said  companies  and  said 
Trustees.  The  properties  of  Equitable  Auto  Company 
consist  of  passenger  automobiles,  trucks,  tractors,  trail¬ 
ers  and  motorcycles,  and  equipment  used  and  useful  in 
connection  with  the  maintenance  and  repair  of  vehicles. 

The  executive  officers  of  Equitable  Auto  Company 
are  also  executive  officers  of  Duquesne  and,  for  the  most 
part,  of  Pittsburgh  and  West  Virginia  and  Equitable 
Gas  Company  and  certain  of  the  operating  personnel 
of  the  company  are  also  employed  by  Duquesne,  Pitts¬ 
burgh  and  West  Virginia  and/or  Equitable  Gas  Com¬ 
pany.  Certain  office  space  is  jointly  occupied  with  Du¬ 
quesne  and  Pittsburgh  and  West  Virginia  and/or  Equi¬ 
table  Gas  Company  and  certain  types  of  materials  and 
supplies  used  by  Equitable  Auto  Company  and  one  or 
more  of  said  companies  in  common  are  jointly  pur¬ 
chased  by  Equitable  Auto  Company  with  one  or  more 
of  said  companies.  Substantial  economies  are  effectuat¬ 
ed  thereby. 

The  business  conducted  by  Equitable  Auto  Com¬ 
pany  is  reasonably  incidental  and  economically  neces¬ 
sary  or  appropriate  to  the  operations  of  the  single  inte¬ 
grated  public-utility  system  described  in  paragraph  24 
hereof  or,  in  the  alternative,  to  the  operations  of  the 
principal  integrated  public-utility  system  or  to  the  addi¬ 
tional  integrated  public-utility  system  described  in  para¬ 
graph  25  hereof,  or  to  both  of  such  systems,  within  the 
contemplation  and  meaning  of  Section  11(b)(1)  of  the 
Act. 

(g)  Equitable  Real  Estate  Company,  a  direct  sub¬ 
sidiary  company  of  Philadelphia  Company,  owns  and 
operates  a  nine-story  modern  office  building  located  at 
435  Sixth  Avenue,  in  the  downtown  business  district  of 
the  City  of  Pittsburgh,  occupied  as  a  central  office  build¬ 
ing  by  the  executive  and  supervisory  forces  of  Phila¬ 
delphia  Company  and  subsidiary  companies,  including 
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Duquesne  Light  Company,  Pittsburgh  and  West  Vir¬ 
ginia  Gas  Company  and  Equitable  Gas  Company,  and 
by  the  Trustees  of  Pittsburgh  Railways  Company  and 
the  Trustees  of  Pittsburgh  Motor  Coach  Company  herer 
inafter  mentioned  in  subparagraph  (h)  of  this  para¬ 
graph  26.  It  also  owns  various  other  properties  and  par¬ 
cels  of  real  estate  in  the  City  of  Pittsburgh  and  in  cerf 
tain  other  municipalities  chiefly  in  Allegheny  County' 
Pennsylvania.  The  major  portion  of  its  properties  is 

leased  by  the  companies  and  Trustees  aforesaid.  j 

| 

Certain  of  the  executive  officers  of  Equitable  Real 
Estate  Company  are  also  executive  officers  of  Duquesne 
Light  Company,  Pittsburgh  and  West  Virginia  Gas 
Company  and  Equitable  Gas  Company  and  certain  of 
the  operating  personnel  of  the  company  are  also  em-j 
ployed  by  Duquesne,  Pittsburgh  and  West  Virginia  and/ 
or  Equitable  Gas  Company.  Certain  office  space  is  joint-! 
ly  occupied  with  Duquesne,  Pittsburgh  and  West  Vir-i 
ginia  and/or  Equitable  Gas  Company  and  certain  types 
of  materials  and  supplies  used  by  Equitable  Real  Estate 
Company  and  one  or  more  of  said  companies  in  common  j 
are  jointly  purchased  by  Equitable  Real  Estate  Com-i 
pany  with  one  or  more  of  said  companies.  Substantial  ' 
economies  are  effectuated  thereby.  i 

i 

The  business  conducted  by  Equitable  Real  Estate ! 
Company  is  reasonably  incidental  and  economically  j 
necessary  or  appropriate  to  the  operations  of  the  single  j 
integrated  public-utility  system  described  in  paragraph 
24  hereof,  or  in  the  alternative,  to  the  operations  of  the  j 
principal  integrated  public-utility  system  or  to  the  ad-  j 
ditional  integrated  public-utility  system  described  in  j 
paragraph  25  hereof,  or  to  both  of  such  systems,  within  j 
the  contemplation  and  meaning  of  Section  11(b)(1)  of 
the  Act.  | 

(h)  Pittsburgh  Railways  Company,  a  direct  sub-  j 
sidiary  company  of  Philadelphia  Company,  for  many 
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years  prior  to  June  14, 1938,  operated  a  unified  transpor¬ 
tation  system  by  street  railway  and  incline  plane,  known 
as  the  Pittsburgh  Railways  system,  which  provided 
local  or  urban  passenger  service  in  the  metropolitan 
area  surrounding  and  including  the  City  of  Pittsburgh, 
Allegheny  County,  Pennsylvania,  as  well  as  interurban 
freight  and  passenger  service  between  said  City  and 
certain  municipalities  in  Washington  County,  Pennsyl¬ 
vania.  In  the  operation  of  the  system,  Pittsburgh  Rail¬ 
ways  Company  made  use  of  the  properties  and  franchises 
of  the  several  affiliated  street  railway,  traction,  tunnel 
and  incline  plane  companies  hereinafter  listed  in  this 
subparagraph,  as  well  as  the  properties  and  franchises 
of  a  number  of  other  street  railway,  traction,  railroad 
and  incline  plane  companies  not  affiliated  with  it,  said 
properties  and  franchises  being  held  by  Pittsburgh  Rail¬ 
ways  Company  under  operating  agreements,  leases,  con¬ 
veyances  and  stock  ownership.  Since  June  14,  1938,  the 
system  has  been  operated  by  the  Trustees  of  Pittsburgh 
Railways  Company,  appointed  by  the  Federal  District 
Court  for  the  Western  District  of  Pennsylvania  under 
Section  77B  of  the  Bankruptcy  Act,  Pittsburgh  Railways 
Company  having  previously,  on  May  10,  1938,  filed  its 
petition  in  said  court  asking  leave  to  effect  a  plan  of  re¬ 
organization.  These  bankruptcy  reorganization  pro¬ 
ceedings  are  described  in  paragraph  36  of  this  answer. 

The  area  served  by  the  Pittsburgh  Railways  system 
comprises  59  communities  in  Allegheny  County  ( includ¬ 
ing  the  City  of  Pittsburgh),  with  an  aggregate  popula¬ 
tion  of  1,186,310  according  to  the  1940  Federal  census, 
and  24  communities  in  Washington  County  (including 
the  City  of  Washington  and  the  Boroughs  of  Charleroi, 
Roscoe  and  Donora),  with  an  aggregate  population  of 
126,741  according  to  the  same  census.  The  property  of 
the  system  embraces  passenger  cars,  track  and  appur- 


I 

i 

I 

Answer  of  Philadelphia  Co.  et  al.  137a 

i 

tenances  ( including  poles  and  trolley  wires) ,  substations, 
carbarns,  repair  shops  and  land  and  land  rights. 

! 

Consolidated  Traction  Company,  Ardmore  Street 
Railway  Company,  The  Central  Traction  Company.  Cen¬ 
tral  Passenger  Railway  Company,  The  Duquesne  Trac¬ 
tion  Company,  The  Duquesne  Street  Railway  Company, 
Fort  Pitt  Traction  Company,  The  Pittsburgh  Traction 
Company,  The  Momingside  Electric  Street  Railway 
Company,  Seventeenth  Street  Incline  Plane  Company, 
The  Citizens  Traction  Co.,  Penn  Street  Railway  Com.r 
pany,  Monongahela  Street  Railway  Company,  Allegheny, 
Bellevue  and  Perrysville  Railway  Company,  The  Allenf 
port  and  Roscoe  Electric  Street  Railway  Company,  Beii 
Avon  and  Emsworth  Street  Railway  Company,  Bon- Air 
Street  Railway  Company,  Cedar  Avenue  Street  Railway 
Company,  East  McKeesport  Street  Railway  Company^ 
Mt.  Washington  Street  Railway  Company,  Mt.  Wash¬ 
ington  Tunnel  Company,  Pittsburgh,  Canonsburg  and 
Washington  Railway  Company,  Pittsburgh  &  Charleroi 
Street  Railway  Company,  Superior  Avenue  &  Shady 
Avenue  Street  Railway  Company,  United  Traction  Com-; 
pany  of  Pittsburgh,  Federal  Street  and  Pleasant  Valley 
Passenger  Railway  Company,  Glen  wood  and  Dravos-, 
burg  Electric  Street  Railway  Company,  The  McKeesport 
and  Reynoldton  Passenger  Railway  Company,  The  Pitts-: 
burgh,  Allegheny  and  Manchester  Traction  Company, 
Pittsburgh,  Allegheny  and  Manchester  Passenger  Rail-; 
way  Company,  Pittsburgh  Union  Passenger  Railway5 
Company,  Second  Avenue  Passenger  Railway  Company,  i 
Second  Avenue  Traction  Company,  The  Second  Avenue 
Traction  Company,  Washington  and  Canonsburg  Rail-  j 
way  Company,  West  End  Traction  Company,  Pittsburgh,  j 
Crafton  and  Mansfield  Street  Railway  Company,  Pitts- 1 
burgh,  Neville  Island  and  Coraopolis  Railway  Company,  j 
Pittsburgh  and  West  End  Railway  Company,  West  j 
Liberty  and  Suburban  Street  Railway  Company,  West 
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Shore  Electric  Street  Railway  Company  and  Pittsburgh 
Motor  Coach  Company,  subsidiary  companies,  directly 
or  indirectly,  of  Philadelphia  Company,  are  all  trans¬ 
portation  (street  railway,  traction,  incline  and  motor 
coach)  companies,  with  the  exception  of  Mt.  Washing¬ 
ton  Tunnel  Company  which  is  a  tunnel  company.  None 
of  said  companies  is  presently  in  possession  of  or  operat¬ 
ing  its  properties. 

The  properties  and  franchises  of  all  of  said  com¬ 
panies  (with  the  exception  of  Pittsburgh  Motor  Coach 
Company)  are  embraced  within  the  Pittsburgh  Railways 
system  hereinbefore  referred  to  in  this  subparagraph 
(h)  and  are  being  operated  by  the  Trustees  of  Pitts¬ 
burgh  Railways  Company,  as  above  stated,  although  to 
date  the  Trustees  have  not  affirmed  any  of  the  leases 
or  operating  agreements  under  which  Pittsburgh  Rail¬ 
ways  Company  possessed  and  operated  said  properties 
and  franchises  as  above  stated. 

Pittsburgh  Motor  Coach  Company,  prior  to  May  10, 
1938,  operated  a  transportation  system  by  motor  coach 
or  motor  bus,  known  as  the  Pittsburgh  Motor  Coach 
system,  in  Allegheny,  Washington  and  Westmoreland 
Counties,  Pennsylvania,  as  a  supplement  to  the  Pitts¬ 
burgh  Railways  system.  On  May  10,  1938,  Pittsburgh 
Motor  Coach  Company  filed  a  petition  under  Section 
77B  of  the  Bankruptcy  Act  in  the  Federal  District 
Court  for  the  Western  District  of  Pennsylvania,  asking 
leave  to  effect  a  reorganization  in  connection  with  and 
as  a  part  of  the  plan  of  reorganization  of  Pittsburgh 
Railways  Company.  The  petition  was  approved  as  prop¬ 
erly  filed  and  the  company  was  continued  in  possession 
of  its  property  temporarily.  On  June  14,  1938,  the  same 
persons  who  had  previously  been  appointed  Trustees  of 
Pittsburgh  Railways  Company  were  appointed  Trustees 
of  Pittsburgh  Motor  Coach  Company  and  said  Trustees 
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have  been  operating  the  Pittsburgh  Motor  Coach  system 
ever  since. 

Service  is  provided  by  the  Pittsburgh  Motor  Coach 
system  in  or  to  33  municipalities  in  Allegheny  County 
(including  the  City  of  Pittsburgh) ,  having  an  aggregate 
population  of  1,020,299  and  in  or  to  15  municipalities 
in  Washington  County,  having  an  aggregate  population 
of  63,634,  all  population  figures  being  according  to  th^ 
1940  Federal  census.  Certain  of  the  system  routes  are 
operating  as  feeders  to  the  Pittsburgh  Railways  system 
and  certain  others  represent  substitutions  for  abandoned 
street  car  service.  The  property  of  the  system  consists 
largely  of  passenger  buses  and  incidental  equipment. 

! 

All  of  the  electric  power  used  in  the  operation  of 
the  Pittsburgh  Railways  system  has,  for  many  years 
past,  been  provided  by  Duquesne  Light  Company.  Over  ! 
the  past  ten  years  the  gross  income  derived  by  Duquesne 
from  this  source,  including  substation  rentals  and  op¬ 
erating  charges,  has  averaged  $1,748,385  per  year. 

Certain  of  the  executive  officers  of  Pittsburgh  Motor 
Coach  Company,  and  of  Pittsburgh  Railways  Company  < 
and  the  other  companies  comprising  the  Pittsburgh 
Railways  system,  excepting  The  Citizens  Traction  Co., 
Penn  Street  Railway  Company,  Monongahela  Street  i 
Railway  Company  and  companies  not  affiliated  with  j 
Pittsburgh  Railways  Company,  are  also  executive  of-  j 
ficers  of  Duquesne,  Pittsburgh  and  West  Virginia  and  i 
Equitable  Gas  Company  and  certain  of  the  operating  j 
personnel  employed  by  the  Trustees  of  Pittsburgh  j 
Railways  Company  and  the  Trustees  of  Pittsburgh  j 
Motor  Coach  Company  in  the  operation  of  the  Pitts-  j 
burgh  Railways  and  Pittsburgh  Motor  Coach  systems  i 
are  also  employed  by  Duquesne,  Pittsburgh  and  West  j 
Virginia  and/or  Equitable  Gas  Company.  Certain  office  i 
space  is  jointly  occupied  with  Duquesne,  Pittsburgh  and  ! 
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West  Virginia  and/or  Equitable  Gas  Company  and  cer¬ 
tain  types  of  materials  and  supplies  used  in  the  opera¬ 
tion  of  the  Pittsburgh  Railways  or  Pittsburgh  Motor 
Coach  system  and  by  one  or  more  of  said  companies  in 
common  are  jointly  purchased  by  the  Trustees  with  one 
or  more  of  said  companies.  Substantial  economies  are 
effectuated  thereby. 

Philadelphia  Company’s  stock  interest  in  Pittsburgh 
Railways  Company  and  the  companies  above  mentioned 
in  this  subparagraph  (h)  was  mainly  acquired  many 
years  ago  when  the  operation  of  street  railway  proper¬ 
ties  was  a  business  of  greater  importance  than  the  elec¬ 
tric  utility  business.  Since  then  Philadelphia  Company 
has  also  acquired,  directly  and  indirectly,  large  holdings 
of  bonds  and  notes  of  many  of  the  companies  comprising 
the  Pittsburgh  Railways  system.  Many  of  these  securi¬ 
ties  were  acquired  by  Philadelphia  Company  in  fulfill¬ 
ment  of  its  guarantees,  it  having  undertaken  such 
guarantees  in  the  unification  of  the  system.  Other  se¬ 
curities  were  acquired  in  the  open  market  for  cash  or 
in  exchange  for  certain  preference  stock  of  Philadelphia 
Company. 

All  of  the  interested  parties  in  the  reorganization 
proceedings  have  expressed  their  preference  for  a  re¬ 
organization  plan  which  will  preserve  the  unified  transit 
system  formerly  operated  by  Pittsburgh  Railways  Com¬ 
pany  and  Pittsburgh  Motor  Coach  Company  and  which 
will  result  in  the  ownership  by  1  company  of  all  the 
street  railway  and  bus  properties  now  owned  by  the  52 
separate  companies  whose  properties  are  to  be  continued 
in  operation.  The  ultimate  interest  of  Philadelphia  Com¬ 
pany  in  the  Pittsburgh  Railways  system  will  therefore 
consist  of  securities  representing  a  controlling  interest 
in  the  reorganized  company  resulting  from  the  merger 
of  Pittsburgh  Railways  Company  and  the  underlier 
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companies  whose  properties  are  to  be  continued  in  op¬ 
eration.  | 

Philadelphia  Company  would  experience  great  diffi¬ 
culty  in  disposing  of  its  present  interest  in  the  com¬ 
panies  in  the  Pittsburgh  Railways  and  Pittsburgh  Motor 
Coach  systems.  If  such  interest  could  be  disposed  of  at 
all,  it  would  be  at  a  considerable  financial  loss  to  Phila¬ 
delphia  Company  and  to  the  detriment  of  its  investors. 

Philadelphia  Company’s  interest  in  the  companies 
mentioned  in  this  subparagraph  (h)  is  an  interest  in  a 
business  which  is  reasonably  incidental  and  economically 
necessary  or  appropriate  to  the  operations  of  the  single 
integrated  public-utility  system  described  in  paragraph 
24  hereof  or,  in  the  alternative,  to  the  operations  of  the 
principal  integrated  public-utility  system  described  in 
paragraph  25  hereof,  within  the  contemplation  and 
meaning  of  Section  11(b)(1)  of  the  Act. 

(i)  The  retention  by  Philadelphia  Company  of 
the  interest  which  it  now  possesses  in  each  of  the  busi¬ 
nesses  of  a  non  public-utility  company  nature  herein-; 
before  mentioned  in  this  paragraph  26  is,  in  each  in¬ 
stance,  necessary  or  appropriate  in  the  public  interest 
or  for  the  protection  of  investors  or  consumers  and  not  | 
detrimental  to  the  proper  functioning  of  the  single  in-  i 
tegrated  public-utility  system  hereinbefore  described  in 
paragraph  24  hereof  or,  in  the  alternative,  to  one  or. 
both  of  the  integrated  public-utility  systems  described  j 
in  paragraph  25  hereof,  within  the  contemplation  and  i 
meaning  of  Section  11(b)(1)  of  the  Act.  | 

Philadelphia  Company  hereby  requests  the  Securi¬ 
ties  and  Exchange  Commission  for  permission  to  retain  j 
its  interests  in  the  other  businesses  (of  a  non  public-  j 
utility  company  nature)  now  embraced  within  the  op-  j 
erations  of  the  holding  company  system  of  Philadelphia 
Company  as  reasonably  incidental  and  economically 
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necessary  or  appropriate  to  the  operations  of  the  inte¬ 
grated  public-utility  system  mentioned  in  paragraph  24 
hereof  or,  in  the  alternative,  to  one  or  both  of  the  in¬ 
tegrated  public-utility  systems  mentioned  in  paragraph 
25  hereof,  and  Philadelphia  Company  requests  the  Com¬ 
mission  to  make  appropriate  findings  that  the  retention 
of  its  interests  in  such  other  businesses  is  necessary  or 
appropriate  in  the  public  interest  or  for  the  protection 
of  investors  or  consumers  and  not  detrimental  to  the 
proper  functioning  of  said  system  or  systems. 

27.  Substantial  economies  are  effectuated  by  the 
coordinated  operation  of  the  electric  utility  properties 
of  Duquesne  Light  Company,  the  gas  properties  in  the 
holding  company  system  of  Philadelphia  Company,  and 
the  other  businesses  (of  a  non  public-utility  company 
nature)  now  embraced  within  said  holding  company 
system.  In  the  year  1935,  the  Respondents  made  a  com¬ 
prehensive  study  of  the  economies  effectuated  by  such 
coordinated  operation.  This  study  shows  that  economies 
in  excess  of  $2,000,000  annually  were  effectuated  by 
such  coordinated  operation. 

Defenses  Respecting  Section  11(b)(2) 

28.  The  corporate  structure  or  continued  existence 
of  no  company  in  the  holding  company  system  of  Phil¬ 
adelphia  Company,  including  the  hdlding  company  sys¬ 
tem  of  Pittsburgh  and  West  Virginia  Gas  Company,  un¬ 
fairly  or  inequitably  distributes  voting  power  among 
security-holders  of  such  holding  company  systems,  or 
either  of  them,  and  ( except  for  the  Pittsburgh  Railways 
Company  and  the  underlier  companies  in  the  Pittsburgh 
Railways  system  mentioned  or  referred  to  in  paragraphs 
26(h)  and  36  of  this  answer  and  to  the  extent  therein 
mentioned)  the  corporate  structure  or  continued  exist¬ 
ence  of  no  company  in  such  holding  company  systems 
unduly  or  unnecessarily  complicates  the  structure  of 
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such  holding  company  systems,  or  either  of  them.  Any 
undue  or  unnecessary  complexities  which  may  be  deter¬ 
mined  to  exist  by  reason  of  the  corporate  structure  or 
continued  existence  of  Pittsburgh  Railways  Company 
and  the  underlier  companies  in  the  Pittsburgh  Railways 
system  will  be  eliminated  as  a  result  of  the  pending  re^ 
organization  proceedings  of  Pittsburgh  Railways  Comr 
pany  mentioned  in  paragraph  36  of  this  answer.  In  supr 
port  thereof,  Respondents  allege  as  follows :  j 

j 

(a)  Philadelphia  Company  has  issued  and  out+ 
standing  at  the  present  time  the  following  securities:! 
$47,538,000  of  4%%  sinking  fund  bonds  due  in  1961, i 
excluding  $162,000  included  in  current  liabilities;; 
$4,800,000  of  2%%  collateral  trust  serial  notes  due 
serially  to  July  1,  1951,  excluding  $1,200,000  included  in 
current  liabilities:  $154,000  of  non-callable  bonds  for 
which  cash  is  on  deposit  for  their  payment;  $24,557,000 
of  6  %  cumulative  non-callable  preferred  stock ; 
$10,000,000  of  $6  cumulative  preference  stock;  $5,386,800 
of  $5  cumulative  preference  stock;  $15,800  of  5%  non-: 
cumulative  non-callable  preferred  stock  ( excluding  $50  j 
held  in  the  treasury ) ;  and  $37,633,683.64  of  common  i 
stock  ( including  $1,492.89  of  scrip  and  excluding  i 
$3,371.25  held  in  the  treasury)  of  which  96.8%  is  owned  ! 
by  Standard  Gas.  The  aforesaid  sinking  fund  bonds  and  j 
serial  notes  were  issued  with  the  express  approval  of  j 
the  Commission  (File  No.  70-324)  on  terms  which  j 
effected  a  substantial  reduction  in  the  interest  charges  i 
of  Philadelphia  Company  and  provided  for  the  retire-  j 
ment  of  more  than  50%  of  the  debt  of  Philadelphia  Com-  j 
pany  during  the  life  of  the  sinking  fund  bonds.  The  i 
aforesaid  6%  cumulative  preferred  stock  was  issued  as 
non-callable  stock  because  the  condition  of  the  securi-  | 
ties  market  at  the  time  the  stock  was  issued  was  such  j 
that  the  required  funds  could  only  be  obtained  at  a  rea¬ 
sonable  cost  by  the  issuance  of  non-callable  stock.  The 
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aforesaid  $6  cumulative  preference  stock  and  $5  cumu¬ 
lative  preference  stock  were  issued  as  the  most  effec¬ 
tive  means  of  acquiring  the  publicly  held  securities  of 
companies  in  the  Pittsburgh  Railways  system  as  a  step 
in  a  program  for  the  simplification  of  the  corporate 
structure  of  that  system.  The  aforesaid  5%  non-cumu- 
lative  non-callable  preferred  stock  represents  only  .01% 
of  the  total  securities  of  Philadelphia  Company  pres¬ 
ently  outstanding.  The  present  capital  structure  of 
Philadelphia  Company  does  not,  therefore,  unduly  or 
unnecessarily  complicate  the  structure  of  the  holding 
company  system  of  Philadelphia  Company. 

(b)  The  capital  ratios  of  Philadelphia  Company, 
based  on  preliminary  and  unaudited  figures  at  Decem¬ 
ber  31,  1946,  were  as  follows:  long  term  debt  39.2%; 
preferred  stock  29.8% ;  and  common  stock  and  surplus 
31%.  In  view  of  the  capital  ratios  above  stated,  the  own¬ 
ership  by  Standard  Gas  of  96.8%  of  the  common  stock 
of  Philadelphia  Company,  the  outstanding  dividend 
record  of  Philadelphia  Company,  the  actual  values  of 
its  assets,  and  the  present  voting  rights  of  its  security 
holders,  the  present  capital  structure  of  Philadelphia 
Company  does  not  result  in  an  unfair  and  inequitable 
distribution  of  voting  power  among  security  holders  of 
Philadelphia  Company  or  of  any  other  companies  in  its 
holding  company  system,  and  the  existence  of  the  afore¬ 
said  senior  securities  of  Philadelphia  Company  does  not 
create  undue  leverage  whereby  control  of  properties  of 
great  value  is  vested  in  securities  representing  a  dis¬ 
proportionate  small  investment. 

(c)  Duquesne  Light  Company  has  issued  and 
outstanding  at  the  present  time  the  following  securities : 
$70,000,000  of  3V2%  bonds  due  in  1965;  $27,500,000  of 
5%  cumulative  first  preferred  stock;  and  $56,813,120  of 
common  stock,  all  of  which  is  owned  by  Philadelphia 
Company.  The  present  capital  structure  of  Duquesne 
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does  not,  therefore,  unduly  or  unnecessarily  complicate 
the  structure  of  the  holding  company  system  of  Phila¬ 
delphia  Company  or  of  any  of  the  companies  in  its  hold¬ 
ing  company  system.  j 

! 

(d)  The  capital  ratios  of  Duquesne  at  December 
31,  1946,  based  on  preliminary  and  unaudited  figures, 
were  as  follows:  long  term  debt  43.1% ;  preferred  stock 
16.9% ;  and  common  stock  and  surplus  40%.  In  view  of 
the  capital  ratios  above  stated,  the  ownership  by  Phila¬ 
delphia  Company  of  100%  of  the  common  stock  of 
Duquesne,  the  outstanding  dividend  record  of  Duquesne^ 
the  actual  value  of  its  assets,  and  the  present  voting 
rights  of  its  security  holders,  the  present  capital  struct 
ture  of  Duquesne  does  not  result  in  an  unfair  and  inJ 
equitable  distribution  of  voting  power  among  security 
holders  of  Philadelphia  Company  or  any  of  the  com-1 
panies  in  its  holding  company  system. 

(e)  Equitable  Gas  Company,  Pittsburgh  and 
West  Virginia  Gas  Company,  Kentucky  West  Virginia 
Gas  Company,  Finleyville  Oil  and  Gas  Company  and 
Philadelphia  Oil  Company  have  no  securities  which  are  | 
owned  by  the  public  or  any  member  thereof.  The  pres-  i 
ent  capital  structures  of  said  companies  do  not,  there- ; 
fore,  unduly  or  unnecessarily  complicate  the  structure,  l 
or  unfairly  or  inequitably  distribute  voting  power  j 
among  security  holders,  of  the  holding  company  system  j 
of  Philadelphia  Company. 

i 

(f)  Allegheny  County  Steam  Heating  Company, 
Cheswick  and  Harmar  Railroad  Company,  Equitable 
Auto  Company,  Equitable  Sales  Company  and  Equitable  | 
Real  Estate  Company  have  no  securities  outstanding  j 
except  common  stock,  with  the  exception  of  Equitable  j 
Real  Estate  Company  which  has  outstanding  a  4%  Real  i 
Estate  Mortgage  due  serially  to  November  29,  1957  in 
the  amount  of  $1,186,741,  and  none  of  the  common  stock  j 
of  said  companies  is  owned  by  the  public  or  any  mem-  I 
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ber  thereof.  The  present  capital  structures  of  said  com¬ 
panies  do  not,  therefore,  unduly  or  unnecessarily  com¬ 
plicate  the  structure,  or  unfairly  or  inequitably  distrib¬ 
ute  voting  power  among  security  holders,  of  the  holding 
company  system  of  Philadelphia  Company. 

(g)  The  Consolidated  Gas  Company  of  the  City 
of  Pittsburgh  has  outstanding  $2,000,000  of  preferred 
stock,  of  which  $1,729,000  is  owned  by  the  public,  and 
$4,000,000  of  common  stock,  none  of  which  is  owned  by 
the  public  or  any  member  thereof.  The  present  capital 
structure  of  The  Consolidated  Gas  Company  of  the  City 
of  Pittsburgh  does  not,  therefore,  unduly  or  unneces¬ 
sarily  complicate  the  corporate  structure,  or  unfairly 
or  inequitably  distribute  the  voting  power  among  secur¬ 
ity  holders,  of  the  holding  company  system  of  Phila¬ 
delphia  Company. 

29.  After  giving  effect  to  certain  adjustments  men¬ 
tioned  in  paragraph  19  of  this  answer,  the  consolidated 
capital  ratios  of  Philadelphia  Company  and  its  subsid¬ 
iaries  (other  than  Pittsburgh  Railways  system  com¬ 
panies  )  at  December  31,  1946,  based  on  preliminary  and 
unaudited  figures,  were  as  follows:  long  term  debt 
47.35%  ;  preferred  stock  27.63%  ;  and  common  stock  and 
surplus  25.02%.  In  view  of  these  capital  ratios,  the  own¬ 
ership  by  Standard  Gas  of  96.8%  of  the  common  stock 
of  Philadelphia  Company,  the  ownership,  directly  or  in¬ 
directly,  by  Philadelphia  Company  of  all  of  the  common 
stock  of  its  subsidiaries  (other  than  Pittsburgh  Rail¬ 
ways  system  companies),  the  outstanding  dividend 
record  of  the  companies  in  the  Philadelphia  Company 
system,  the  actual  value  of  their  assets,  and  the  present 
voting  rights  of  the  security  holders  of  the  companies 
in  said  system,  the  present  capital  structure  of  the  Phil¬ 
adelphia  Company  system  does  not  result  in  an  unfair 
and  inequitable  distribution  of  voting  power  among 
security  holders  of  said  system. 
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30.  If  it  should  be  determined  that  the  corporate 

structure  or  continued  existence  of  any  of  the  gas  utility 
companies  in  the  holding  company  system  of  Philadel¬ 
phia  Company,  including  the  holding  company  systein 
of  Pittsburgh  and  West  Virginia  Gas  Company,  unduly 
or  unnecessarily  complicates  the  structure  of  such  hold¬ 
ing  company  systems,  or  either  of  them,  within  the 
meaning  of  Section  11(b)(2)  of  the  Act,  properly  con¬ 
strued  and  applied,  such  complexities  will  be  eliminated 
as  a  result  of  the  action  to  be  taken  with  respect  to  such 
gas  utility  companies,  as  stated  in  paragraphs  32,  33 
and  34.  j 

Defenses  Respecting  Order  to  Show  Cause  j 

i 

31.  No  order  should  be  entered  pursuant  to  Section 

11(b)(2)  of  the  Act  directing  that  Philadelphia  Com¬ 
pany  liquidate  and  dissolve.  In  support  of  such  avei^ 
ment  the  Respondents  allege  as  follows :  j 

i 

i 

(a)  Philadelphia  Company  first  commenced  opr 
erations  as  a  natural  gas  company  in  the  Pittsburgh  dis¬ 
trict  in  the  year  1884.  In  1913  Philadelphia  Company 
leased  its  natural  gas  transmission  and  distribution 
properties  to  Equitable  Gas  Company.  Since  1913  Phila^ 
delphia  Company  has  been  essentially  a  holding  com¬ 
pany.  From  the  time  it  commenced  business  in  Pitts¬ 
burgh,  Philadelphia  Company  has  been  operated  on  the 
basis  of  sound  and  conservative  business  principles  and, 
as  a  result  thereof,  it  has  at  no  time  failed  to  pay  any  of 
its  fixed  charges  or  dividends  on  its  preferred  stock,  and; 
has  continuously  for  each  of  the  past  49  years  paid  a 
dividend  on  its  common  stock. 

I 

Philadelphia  Company  has  been  primarily  responsi-j 
ble  for  the  establishment  and  development  of  the  utility; 
operations  supplying  essential  electric,  natural  gas,  and! 
street  railway  service  to  the  consumers  in  the  highly  in¬ 
dustrialized  Pittsburgh  district.  During  the  first  15  i 
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years  of  its  operations  in  Pittsburgh,  Philadelphia  Com¬ 
pany’s  interests  were  confined  almost  entirely  to  the  nat¬ 
ural  gas  business.  Beginning  in  1899,  Philadelphia  Com¬ 
pany  acquired  substantial  holdings  in  the  street  railway 
companies  operating  in  the  Pittsburgh  district,  and  it 
was  largely  responsible  for  bringing  the  properties  of 
the  street  railways  companies  into  a  single  unified 
system  in  the  year  1902.  Philadelphia  Company  first  be¬ 
came  interested  in  the  electric  utility  business  as  such 
in  1899  when  it  acquired  control  of  the  Allegheny  County 
Light  Company,  which  was  the  first  electric  light  com¬ 
pany  in  the  Pittsburgh  district.  In  the  following  33 
years,  Philadelphia  Company  was  largely  instrumental 
in  bringing  the  properties  of  the  numerous  electric  light 
and  power  companies  in  the  Pittsburgh  district  into  the 
single  system  of  Duquesne  Light  Company.  The  com¬ 
panies  in  the  Philadelphia  Company  system  have  been 
operated  on  a  progressive  basis  and  have  many  out¬ 
standing  achievements  to  their  credit,  among  which  may 
be  mentioned:  the  unification  of  the  street  railway  op¬ 
erations  in  the  Pittsburgh  district  into  a  single  unified 
system  in  1902;  the  unification  of  numerous  electric 
light  and  power  companies  in  the  Pittsburgh  district  into 
a  single  system;  the  development  of  the  ring  system  of 
transmitting  electric  energy;  the  development  of  under¬ 
ground  facilities  for  the  storage  of  gas  on  a  large  scale ; 
the  development  of  the  low  floor,  center  door  street  car; 
and  more  recently  the  development,  in  collaboration  with 
others,  of  the  so-called  PCC  street  car. 

(b)  With  the  exception  of  the  operations  con¬ 
ducted  by  Pittsburgh  and  West  Virginia  Gas  Company 
and  Kentucky  West  Virginia  Gas  Company,  which  con¬ 
sist  almost  entirely  of  supplying  gas  to  Equitable  Gas 
Company,  the  operations  of  Philadelphia  Company  and 
all  of  its  subsidiaries  are  centered  in  the  City  of  Pitts¬ 
burgh. 


I 
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I 

(c)  Philadelphia  Company  has  been  for  many 

years,  and  presently  is,  managed  by  officers  residing  for 
the  most  part  in  the  Pittsburgh  district  and  at  the  pres¬ 
ent  time  the  majority  of  the  executive  officers  of  Phila¬ 
delphia  Company  are  also  executive  officers  of  the  sub¬ 
sidiaries  of  Philadelphia  Company.  | 

(d)  As  previously  stated  in  subparagraph  ( a )  of 
paragraph  28  of  this  answer,  Philadelphia  Company  has 
issued  and  outstanding  at  the  present  time  the  follow* 
ing  securities:  $47,538,000  of  4 %%  sinking  fund  bonds 
due  in  1961,  excluding  $162,000  included  in  current  lia| 
bilities;  $4,800,000  of  2 %%  collateral  trust  serial  notes 
due  serially  to  July  1,  1951,  excluding  $1,200,000  includi 
ed  in  current  liabilities;  $154,000  of  non-callable  bonds 
for  which  cash  is  on  deposit  for  their  payment; 
$24,557,000  of  6%  cumulative  non-callable  preferred 
stock;  $10,000,000  of  $6  cumulative  preference  stock; 
$5,386,800  of  $5  cumulative  preference  stock;  $15,800  of 
5%  non-cumulative  non-callable  preferred  stock  (ex-: 
eluding  $50  held  in  the  treasury) ;  and  $37,633,683.64  of 
common  stock  (including  $1,492.89  of  scrip  and  exclud¬ 
ing  $3,371.25  held  in  the  treasury),  of  which  96.8%  is 
owned  by  Standard  Gas.  The  aforesaid  sinking  fund 
bonds  and  serial  notes  were  issued  with  the  express 
approval  of  the  Commission  (File  No.  70-324)  on  terms 
which  effected  a  substantial  reduction  in  the  interest 
charges  of  Philadelphia  Company  and  provided  for  the; 
retirement  of  more  than  50%  of  the  debt  of  Philadel¬ 
phia  Company  during  the  life  of  the  sinking  fund  bonds. ; 
The  aforesaid  6%  cumulative  preferred  stock  was  issued  ' 
as  non-callable  stock  because  the  condition  of  the  securi¬ 
ties  market  at  the  time  the  stock  was  issued  was  such  j 
that  the  required  funds  could  only  be  obtained  at  a  j 
reasonable  cost  by  the  issuance  of  non-callable  stock.  ; 
The  aforesaid  $6  cumulative  preference  stock  and  $5  i 
cumulative  preference  stock  were  issued  as  the  most  i 
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effective  means  of  acquiring  publicly  held  securities  of 
companies  in  the  Pittsburgh  Railways  system  as  a  step 
in  a  program  for  the  simplification  of  the  corporate 
structure  of  that  system.  The  aforesaid  5%  non-cumu- 
lative  non-callable  preferred  stock  represents  only  .01% 
of  the  total  securities  of  Philadelphia  Company  pres¬ 
ently  outstanding.  The  present  capital  structure  of  Phil¬ 
adelphia  Company  does  not,  therefore,  unduly  or  un¬ 
necessarily  complicate  the  structure  of  its  holding  com¬ 
pany  system. 

(e)  As  previously  stated  in  subparagraph  (b)  of 
paragraph  28  of  this  answer,  the  capital  ratios  of  Phila¬ 
delphia  Company,  based  on  preliminary  and  unaudited 
figures  at  December  31,  1946,  were  as  follows :  long  term 
debt  39.2% ;  preferred  stock  29.8% ;  and  common  stock 
and  surplus  31%.  In  view  of  these  capital  ratios,  the 
ownership  by  Standard  Gas  of  96.8%  of  the  common 
stock  of  Philadelphia  Company,  the  outstanding  divi¬ 
dend  record  of  Philadelphia  Company,  the  actual  values 
of  its  assets,  and  the  present  voting  rights  of  its  stock¬ 
holders,  the  present  capital  structure  of  Philadelphia 
Company  does  not  result  in  an  unfair  and  inequitable 
distribution  of  voting  power  among  security  holders  of 
Philadelphia  Company  or  of  any  other  companies  in  its 
holding  company  system,  and  the  existence  of  the  afore¬ 
said  senior  securities  of  Philadelphia  Company  does  not 
create  undue  leverage  whereby  control  of  properties  of 
great  value  is  vested  in  securities  representing  a  dispro¬ 
portionate  small  investment. 

(f)  As  previously  stated  in  paragraph  21(a)  of 
this  answer,  Standard  Power  is  in  process  of  liquidation 
and  dissolution  pursuant  to  order  of  the  Commission, 
and,  under  the  plan  of  integration  proposed  by  Standard 
Gas  and  approved  by  the  Commission,  Standard  Gas  and 
Philadelphia  Company  are  to  merge  or  consolidate.  Upon 
the  consummation  of  the  foregoing  steps  there  will  be 
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no  violation  of  the  “Great  Grandfather  Clause”  of  the 
Act.  | 

(g)  As  stated  in  paragraphs  32  to  36,  inclusive, 
of  this  answer,  the  Respondents  are  proposing  a  plan 
pursuant  to  Section  11(e)  of  the  Act  under  which  Pitts¬ 
burgh  and  West  Virginia  Gas  Company  will  cease  to  be 
a  holding  company.  Upon  the  consummation  of  said  plan 
and  upon  consummation  of  the  steps  described  in  para¬ 
graph  21(a)  of  this  answer,  three  tiers  of  holding  com¬ 
panies  will  have  been  eliminated  and  there  will  remain 
but  one  holding  company  in  the  system,  although  two 
tiers  of  holding  companies  are  permitted  by  the  “Great 
Grandfather  Clause”  under  Section  11  (b)  (2)  of  the  Act. 

I 

(h)  After  the  consummation  of  the  steps  referred 
to  in  subparagraphs  (f)  and  (g)  of  this  paragraph  31  j 
Philadelphia  Company  will  be  the  direct  owner  of  9 
companies,  including  1  electric  utility  company,  2  gas 
utility  companies,  and  6  non-utility  companies.  The 
operations  conducted  by  the  9  companies  referred  to 
are  confined  to  the  same  general  territory;  said  com-! 
panies  employ  substantial  joint  personnel,  occupy  joint 
office  space,  and  participate  in  the  joint  purchase  of 
materials  and  supplies.  Separate  uncoordinated  opera- i 
tion  of  the  businesses  of  said  companies  would  result  in 
a  loss  of  substantial  savings  to  such  companies  and 
would  be  detrimental  to  the  public  interest  and  the  in¬ 
terest  of  investors  and  consumers.  As  previously  stated 
in  paragraph  27  of  this  answer,  in  the  year  1935  the 
Respondents  made  a  comprehensive  study  of  economies  j 
effectuated  by  such  coordinated  operation  which  showed  j 
that  such  economies  were  in  excess  of  $2,000,000. 

i 

I 

(i)  The  holding  company  system  which  will  re-  ; 
suit  from  the  steps  referred  to  in  subparagraphs  (f )  and  i 
(g)  of  this  paragraph  31  will  be  confined  in  its  opera-  j 
tions  to  a  single  area  or  region,  not  so  large  as  to  impair  j 


i 

! 

i 
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the  advantages  of  localized  management,  efficient  oper¬ 
ation,  and  effectiveness  of  regulation. 

(j)  Upon  the  consummation  of  the  steps  referred 
to  in  subparagraphs  (f)  and  (g)  of  this  paragraph  31, 
the  corporate  structure  or  continued  existence  of  Phila¬ 
delphia  Company  and  of  each  of  the  other  companies 
in  the  holding  system  resulting  therefrom  will  not  un¬ 
duly  or  unnecessarily  complicate  the  corporate  struc¬ 
ture,  or  unfairly  or  inequitably  distribute  voting  power 
among  security  holders,  of  such  holding  company 
system. 

PLAN  PURSUANT  TO  SECTION  11(e) 

For  some  years  past,  Philadelphia  Company  has 
been  taking  steps  to  simplify  the  corporate  structure 
of  its  holding  company  system.  Since  1920,  the  corporate 
structure  of  the  Philadelphia  Company  system  (exclud¬ 
ing  Pittsburgh  Railways  system  companies)  has  been 
reduced  from  51  to  13  companies.  During  the  same 
period,  the  number  of  companies  in  the  Pittsburgh 
Railways  system  was  reduced  from  127  to  55. 

At  the  present  time,  Philadelphia  Company  is  con¬ 
templating  certain  additional  steps  in  furtherance  of  its 
simplification  program.  To  this  end,  and  also  for  the 
purpose  of  enabling  the  Respondents  to  comply  with  the 
provisions  of  Section  11(b)  of  the  Act,  the  Respondents 
propose  the  following  plan,  pursuant  to  Section  11(e) 
of  the  Act: 


End  Result  of  Plan 

32.  As  a  result  of  the  various  steps  contemplated 
by  the  terms  of  the  plan  as  hereinafter  more  fully  set 
forth,  Philadelphia  Company  would  become  the  direct 
owner  of  9  companies  including  1  electric  utility  com¬ 
pany,  2  gas  utility  companies  and  6  non-utility  compa- 
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j 

nies,  which  companies  would  comprise  four  functional 
groups :  an  electric  group,  a  gas  group,  a  transportation 
group  and  an  auxiliary  group.  j 

(a)  The  companies  in  the  electric  group  wou|d 

be  Duquesne  Light  Company,  which  supplies  electric 
light,  heat  and  power  service  in  the  City  of  Pittsburgh 
and  surrounding  municipalities  in  Allegheny  and  Beaver 
Counties;  Allegheny  County  Steam  Heating  Company, 
which  furnishes  steam  heating  service  in  the  City  of 
Pittsburgh;  and  Cheswick  and  Harmar  Railroad  Com¬ 
pany,  which  operates  a  steam  railroad  between  the  Har¬ 
wich  Mine  and  the  Colfax  Power  Plant  of  Duquesne 
Light  Company.  j 

(b)  The  companies  in  the  gas  group  would  conr 

sist  of  Equitable  Gas  Company,  which  distributes 
natural  gas  at  retail  in  the  City  of  Pittsburgh  and  surr 
rounding  communities  in  Southwestern  Pennsylvania  j 
Pittsburgh  and  West  Virginia  Gas  Company,  which  is 
primarily  a  natural  gas  producing  and  transporting 
company  operating  in  northern  West  Virginia  and  fron^ 
which  Equitable  Gas  Company  obtains  the  major  part 
of  its  gas  supply;  and  Kentucky  West  Virginia  Gas 
Company,  which  is  a  natural  gas  producing  company 
operating  in  Kentucky  and  from  which  Pittsburgh  and 
West  Virginia  Gas  Company  obtains  the  major  part 
of  its  gas  supply.  | 

i 

(c)  The  transportation  group  would  consist  of 

Pittsburgh  Railways  Company,  which  would  operate  a 
system  of  electric  street  railways  and  bus  lines  in  the 
City  of  Pittsburgh  and  surrounding  municipalities  in 
Southwestern  Pennsylvania.  i 

(<*)  The  auxiliary  group  would  include  Equitable 
Auto  Company,  which  operates  and  services  automotive 
equipment  for  the  subsidiaries;  of  Philadelphia  Com-  j 
pany,  and  Equitable  Real  Estate  Company,  which  owns  j 

i 

i 

i 

! 

j 
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and  operates  various  real  properties  in  the  City  of  Pitts¬ 
burgh  and  adjacent  territory,  including  an  office  building 
which  serves  as  the  main  office  of  the  Philadelphia  Com¬ 
pany  and  its  subsidiaries. 

Effect  of  Proposed  Plan 

33.  The  effect  of  the  proposed  plan  may  be  sum¬ 
marized  as  follows : 

(a)  Philadelphia  Company  would  cease  to  occupy 
the  dual  status  of  a  holding  company  and  a  gas  utility 
company. 

(b)  Pittsburgh  and  West  Virginia  Gas  Company 
would  cease  to  be  a  holding  company. 

(c)  The  corporate  organization  of  the  gas  com¬ 
panies  in  the  holding  company  system  of  Philadelphia 
Company  would  be  simplified  by  the  elimination  of  the 
present  leases  between  Philadelphia  Company  and 
Equitable  Gas  Company,  the  elimination  of  one  gas 
company  and  one  oil  company  and  the  elimination  of 
the  inter-company  indebtedness  now  existing  in  sub¬ 
stantial  amounts  between  the  gas  companies. 

(d)  All  of  the  gas  producing,  transmission  and 
distribution  properties  located  in  Pennsylvania,  which 
are  now  owned  by  three  companies  would  be  owned  and 
operated  by  Equitable  Gas  Company. 

(e)  The  stock  interest  of  Louisville  Gas  and 
Electric  Company  in  Kentucky  West  Virginia  Gas  Com¬ 
pany  would  be  eliminated. 

(f)  The  simplification  of  the  corporate  structure 
of  the  gas  companies  in  the  holding  company  system 
of  Philadelphia  Company  would  make  it  possible  to  is¬ 
sue  mortgage  bonds  against  the  gas  properties,  the 
proceeds  of  which  could  be  applied  to  the  retirement  of 
Philadelphia  Company’s  debt. 
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(g)  In  addition  to  the  elimination  of  53  underlies 
street  railway  companies,  the  following  4  companies  in 
the  present  holding  company  system  of  Philadelphia; 
Company  would  be  eliminated:  Philadelphia  Oil  Com-; 
pany,  Finleyville  Oil  and  Gas  Company,  The  Consoli-j 
dated  Gas  Company  of  the  City  of  Pittsburgh,  and 
Equitable  Sales  Company. 

! 

! 

Measures  Necessary  to  Carry  Out  Proposed  Plan 

34.  The  simplification  of  the  gas  properties  will  be ! 
accomplished  in  the  following  manner:  j 

(a)  Philadelphia  Company  will  transfer  all  gas 
production,  transmission  and  distribution  properties  to  j 
Equitable  Gas  Company;  Finleyville  Oil  and  Gas  Com-  j 
pany  will  transfer  all  of  its  properties  to  Equitable  Gas 
Company;  and  Philadelphia  Oil  Company  will  transfer 
all  of  its  properties  to  Pittsburgh  and  West  Virginia  j 
Gas  Company. 

i 

(b)  The  common  stock  of  Equitable  Gas  Com-  j 
pany,  all  of  which  is  owned  by  Pittsburgh  and  West 
Virginia,  will  be  transferred  to  Philadelphia  Company; 
the  portion  of  the  second  preferred  stock  of  Kentucky 
West  Virginia  Gas  Company  owned  by  Pittsburgh  and  j 
West  Virginia  will  be  transferred  to  Philadelphia  Com-  ■ 
pany;  and  the  interest  of  the  Louisville  Gas  and  Electric  | 
Company  in  the  common  stock  and  first  preferred  stock  j 
of  Kentucky  West  Virginia  Gas  Company  will  be  ac¬ 
quired  by  Philadelphia  Company. 

i 

(c)  The  present  indebtedness  (notes,  interest  and 
rentals)  of  Equitable  Gas  Company  to  Pittsburgh  and 
West  Virginia  and  to  Philadelphia  Company  and  the  j 
indebtedness  of  Finleyville  to  Philadelphia  Company  i 
will  be  eliminated. 

i 

(d)  Finleyville  Oil  and  Gas  Company  and  Phila¬ 
delphia  Oil  Company  will  be  dissolved. 
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(e)  It  is  not  possible  to  undertake  at  this  time 
the  simplification  of  the  gas  properties  due  to  the  fact 
that  three  of  the  principal  companies  involved,  namely 
Equitable  Gas  Company,  Pittsburgh  and  West  Virginia 
Gas  Company  and  Kentucky  West  Virginia  Gas  Com¬ 
pany,  are  involved  in  rate  proceedings  before  the  Penn¬ 
sylvania  Public  Utility  Commission  and  the  Federal 
Power  Commission,  the  outcome  of  which  will  have  a 
material  bearing  on  the  proper  basis  for  capitalizing 
such  companies  in  any  simplification  program. 

35.  The  simplification  of  the  balance  of  the  corpo¬ 
rate  structure  of  the  holding  company  system  of  Phila¬ 
delphia  Company,  exclusive  of  the  Pittsburgh  Railways 
Company  and  the  underlier  companies  in  the  Pittsburgh 
Railways  system,  will  be  accomplished  by  the  following 
steps: 

(a)  Equitable  Sales  Company  will  be  dissolved. 

(b)  The  stock  of  Allegheny  County  Steam  Heat¬ 
ing  Company  now  owned  by  Duquesne  Light  Company 
will  be  transferred  to  Philadelphia  Company. 

(c)  The  publicly  held  stock  of  The  Consolidated 
Gas  Company  of  the  City  of  Pittsburgh  (guaranteed  as 
to  a  4%  dividend  by  Philadelphia  Company)  will  be  ac¬ 
quired  by  an  exchange  of  appropriate  securities  of 
Philadelphia  Company  for  such  stock  and  The  Consoli¬ 
dated  Gas  Company  of  the  City  of  Pittsburgh  will  be 
dissolved. 

36.  The  simplification  of  the  street  railway  and 
motor  coach  properties  in  the  holding  company  system 
of  Philadelphia  Company  will  be  accomplished  as  a  re¬ 
sult  of  the  pending  reorganization  proceedings  of  Pitts¬ 
burgh  Railways  Company  hereinafter  described: 

Since  1902  Pittsburgh  Railways  Company  has  con¬ 
ducted  a  unified  street  railway  operation  in  the  City  of 
Pittsburgh  and  adjoining  municipalities  utilizing  the 
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properties  of  numerous  underlier  or  lessor  companies^ 
pursuant  to  a  number  of  operating  agreements,  leases, 
conveyances  and  stock  ownership.  The  underlier  com¬ 
panies  are  grouped  into  3  major  sub-systems,  namelyj 
those  of  Consolidated  Traction  Company,  United  Trac¬ 
tion  Company  of  Pittsburgh  and  Pittsburgh  Railways 
Company.  Each  of  these  major  sub-systems  in  turn  is 
composed  of  the  properties  of  underlier  companies,  the 
right  to  possession  of  which  resides  in  the  above-named 
companies  pursuant  to  stock  ownership  or  long-term 
leases.  Consolidated  Traction  Company  and  United! 
Traction  Company  of  Pittsburgh  turned  over  the  pos-j 
session  of  their  properties,  including  those  of  theirl 
underlier  companies,  to  Pittsburgh  Railways  Company 
for  operation  pursuant  to  operating  agreements  dated 
January  1,  1902.  These  operating  agreements  were  for; 
an  original  term  of  five  years,  terminable  on  three 
months’  notice  thereafter.  Pursuant  thereto,  since  Janu- 1 
ary  1, 1902,  Pittsburgh  Railways  Company  has  operated 
the  properties  of  United  and  Consolidated  in  addition  to 
its  own  as  a  unified  transportation  system.  This  opera- ! 
tion  has  continued  to  date,  with  the  exception  of  a  period 
of  operation  by  federal  equity  receivers  from  April  23,  j 
1918  to  February  1, 1924,  and  with  the  further  exception 
of  the  period  from  June  14,  1938  to  the  present  time, 
when  the  properties  were  operated  by  the  Trustees  for  | 
Pittsburgh  Railways  Company  appointed  in  the  course 
of  a  reorganization  proceeding  under  Section  77B  and  j 
Chapter  X  of  the  Bankruptcy  Act. 

i 

The  pending  bankruptcy  reorganization  proceed¬ 
ings  of  Pittsburgh  Railways  Company  is  the  culmination 
of  a  long  and  extensive  effort  to  simplify  the  corporate 
structure  of  the  Pittsburgh  Railways  system.  Pursuant 
to  an  agreement  between  the  City  of  Pittsburgh,  Phila¬ 
delphia  Company  and  Pittsburgh  Railways  Company 
under  date  of  December  21,  1921  (sometimes  called  the 
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Traction  Conference  Board  Agreement)  Philadelphia 
Company  agreed  to  “proceed  at  once  to  endeavor  to  re¬ 
organize  the  Pittsburgh  Railways  Company  or  cause 
a  new  company  to  be  formed  for  the  purpose  of  taking 
over  all  the  assets  of  the  Pittsburgh  Railways  Company 
of  every  kind  and  description,  and  in  said  plan  for  re¬ 
organization  shall  endeavor  to  provide  for  finally  bring¬ 
ing  all  of  the  subsidiary  companies  into  one  company 
and  the  conversion  of  the  present  mortgages  into  a  single 
mortgage  on  the  entire  property.” 

In  subsequent  years  several  steps  were  taken  in  an 
effort  to  attain  the  objective  of  the  Traction  Conference 
Board  Agreement.  A  refunding  mortgage  was  drafted 
with  a  view  to  making  possible  the  elimination  of  all 
mortgages  of  underlier  street  railway  companies  and 
considerable  time  and  effort  was  devoted  towards  this 
end.  Dissolution  and  consolidation  of  underlier  street 
railway  companies  was  accomplished  wherever  possible 
with  the  result  that  the  number  of  such  companies  was 
reduced  from  substantially  more  than  100  in  1924  to  53 
in  1938.  Furthermore,  purchases  of  securities  were  made 
on  the  open  market  with  a  view  to  making  possible  the 
consolidation  and  elimination  of  additional  companies. 

During  the  early  1930’s  a  plan  of  reorganization  for 
the  railway  companies,  contemplating  the  elimination 
of  the  underliers,  was  developed  and  proposed  by  an 
official  of  an  affiliated  company  of  Philadelphia  Com¬ 
pany.  This  plan  was  considered  and  discussed  by  certain 
officers  of  Philadelphia  Company  and  Pittsburgh  Rail¬ 
ways  Company  and  in  1935  was  informally  presented  to 
the  Council  of  the  City  of  Pittsburgh. 

All  efforts  to  achieve  a  simplification  of  the  cor¬ 
porate  structure  of  the  Pittsburgh  Railways  System 
proved  unsuccessful  primarily  because  of  the  absence 
of  any  effective  legal  machinery.  In  1934,  however, 
Section  77B  of  the  Bankruptcy  Act  was  enacted,  and  on 
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May  10,  1938  Pittsburgh  Railways  Company  filed  a 
voluntary  petition  for  reorganization  under  that  section. 
Trustees  were  appointed  on  June  14, 1938,  and  have  con¬ 
tinued  the  unified  operation  of  the  system.  On  Novem¬ 
ber  7,  1938  the  Court  entered  an  order  providing  “That 
all  the  provisions  of  the  Chandler  Act  with  respect  to 
the  preparation,  submission,  approval,  acceptance  and 
confirmation  of  a  plan  of  reorganization  shall  hence¬ 
forth  apply  to  and  govern  this  proceeding.” 

Counsel  for  the  Commission  entered  an  appearance 
on  behalf  of  the  Commission  early  in  the  reorganization 
proceedings  and  participated  actively  in  the  formulation 
of  a  plan  of  reorganization  and  in  subsequent  litigation. 

i 

The  Trustees  of  the  Debtor  prepared  and  filed  a  plan 
of  reorganization  contemplating  the  unification  of  all 
of  the  existing  street  railway  properties  into  a  single 
corporation.  Pursuant  to  Section  178  of  the  Bankruptcy 
Act  the  Trustees’  plans  were  submitted  to  the  Pennsyl¬ 
vania  Public  Utility  Commission  which,  after  extensive 
hearings,  rejected  certain  features  (38  P.U.R.  NS  434; 
41  P.U.R.  NS  193)  but  gave  its  approval  to  an  “Amended 
Revised  Plan”  (42  P.U.R.  NS  285),  which  was  filed  with 
the  Bankruptcy  Court  on  March  17, 1942.  The  Amended 
Revised  Plan  contemplates  the  acquisition  by  the  re¬ 
organized  Pittsburgh  Railways  Company  of  the  proper¬ 
ties  of  Pittsburgh  Motor  Coach  Company  and  of  all  of 
the  underlier  companies  with  the  exception  of  3  under-, 
lier  companies  which  were  excluded  from  said  plan  be¬ 
cause  of  the  proposed  abandonment  of  their  properties.. 

After  the  Amended  Revised  Plan  was  filed  with  the 

i 

Court,  a  question  arose  as  to  the  jurisdiction  of  the 
Court  with  respect  to  the  underlier  companies.  After 
efforts  of  the  Trustees  to  cause  certain  companies  to  file 
voluntary  petitions  for  reorganization  proved  unsuccess¬ 
ful,  the  City  of  Pittsburgh  filed  a  petition  on  October) 
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23,  1942  asking  the  Court  to  assume  and  exercise  juris¬ 
diction,  as  set  forth  in  the  prayer  of  the  petition,  with 
respect  to  the  49  underlier  companies,  the  unification  of 
which  was  contemplated  under  the  Amended  Revised 
Plan.  The  Bankruptcy  Court  dismissed  the  City’s  peti¬ 
tion  but  was  reversed  by  the  United  States  Circuit  Court 
of  Appeals  for  the  Third  Circuit  which  said,  in  an  opin¬ 
ion  filed  May  7,  1946  (155  F.  2nd  477) : 

“Our  conclusion  is  that  the  facts  of  the  present 
case  call  for  the  treatment  of  this  great  trans¬ 
portation  system  as  one  entity  for  purposes  of 
reorganization,  regardless  of  the  elaborate  jig¬ 
saw  puzzle  arrangement  of  all  the  underlying 
companies  which  have  gone  into  it.” 

Petitions  for  certiorari  having  been  denied  by  the 
Supreme  Court  of  the  United  States  on  October  14, 1946, 
the  Bankruptcy  Court  on  December  13,  1946  entered  an 
order  providing  that  “this  reorganization  shall  hence¬ 
forth  proceed  in  accordance  with  the  decision  of  the 
Circuit  Court”,  and  further  providing  certain  procedural 
steps  to  be  taken.  The  reorganization  proceeding  is 
therefore  in  progress  with  a  view  to  the  elimination  of 
all  of  the  complexities  in  the  corporate  structure  of  the 
Pittsburgh  Railways  system  and  to  the  combination  of 
the  underlier  companies  into  a  single  new  company  pur¬ 
suant  to  a  fair,  equitable  and  feasible  plan  of  reorgani¬ 
zation. 

SUMMARY 

The  Respondents  have  denied  a  substantial  number 
of  the  averments  of  fact  and  law  contained  in  the  Com¬ 
mission’s  notices  and  orders  of  December  5,  1946. 

The  facts  clearly  show  that  the  electric  and  gas 
utility  operations  in  the  Philadelphia  Company  system 
constitute  a  single  integrated  public  utility  system,  or  at 
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the  very  least  that  the  electric  operations  constitute  a 
proper  principal  system  and  the  gas  operations  constir 
tute  a  proper  additional  system,  and  that  the  non-utility 
operations  (including  the  street  railways)  are  reason¬ 
ably  incidental  or  economically  necessary  or  proper  to 
the  electric  or  gas  operations,  or  to  both,  for  the  follow¬ 
ing  reasons,  among  others : 

(a)  The  electric,  gas  and  non-utility  opera¬ 
tions  are  confined  to  the  same  general  territory- 

• 

(b)  Substantial  economies  are  obtained  from 

the  coordinated  operation  of  the  electric,  gas  and 
non-utility  operations,  such  economies  arising  from 
factors  such  as  the  joint  use  of  personnel,  the  joint 
use  of  space,  and  the  joint  purchase  of  materials.  A 
comprehensive  study  made  in  1935  showed  that 
such  economies  were  in  excess  of  $2,000,000  an-i 
nually.  j 

i 

( c )  The  electric,  gas  and  non-utility  operations 
have  been  managed  for  many  years  by  officers  re¬ 
siding,  for  the  most  part,  in  the  Pittsburgh  district. i 

(d)  The  electric,  gas  and  street  railway  opera¬ 
tions  are  effectively  regulated  by  the  state  commis¬ 
sions. 

For  these  reasons  Respondents  firmly  believe  that  the; 
Philadelphia  Company  system  does  not  violate  Section  j 
11(b)  ( 1 )  of  the  Holding  Company  Act. 

The  facts  clearly  show  that  voting  power  is  fairly  j 
and  equitably  distributed  among  the  security  holders  of 
the  Philadelphia  Company  system,  and,  with  the  excep-  j 
tion  of  the  Pittsburgh  Railways  Company  and  the  un- 1 
derlier  companies  in  the  Pittsburgh  Railways  system,  j 
the  corporate  structure  of  the  Philadelphia  Company  j 
system  is  not  unduly  or  unnecessarily  complicated.  Any  ] 
undue  or  unnecessary  complexities  which  may  be  deter- 
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mined  to  exist  by  reason  of  the  street  railways  will  be  , 
eliminated  as  a  result  of  the  pending  bankruptcy  reor¬ 
ganization  proceedings  of  Pittsburgh  Railways  Com¬ 
pany.  For  this  reason  Respondents  firmly  believe  that 
the  Philadelphia  Company  system  does  not  violate  Sec¬ 
tion  11(b)(2)  of  the  Holding  Company  Act. 

Philadelphia  Company  should  not  be  ordered  to 
liquidate  and  dissolve  for  the  following  reasons : 

(a)  During  its  entire  history  Philadelphia  > 
Company  has  been  operating  on  sound  and  conserv¬ 
ative  business  principles,  it  has  at  no  time  failed  to 
pay  any  of  its  fixed  charges  or  any  dividends  on  its 
preferred  stocks  and  during  each  of  the  past  49 
years  it  has  paid  a  dividend  on  its  common  stock. 

( b )  Philadelphia  Company  has  played  a  major 
role  in  the  establishment  and  development  of  most 
of  the  utility  services  rendered  in  the  Pittsburgh 
district. 

(c)  The  electric,  gas  and  street  railway  com¬ 
panies  in  the  Philadelphia  Company  system  have 
been  operated  on  a  progressive  basis  and  the  service 
now  rendered  by  these  companies  to  the  public  is; 
adequate  and  efficient  in  all  respects. 

(d)  The  operations  of  Philadelphia  Company 
and  of  all  of  its  subsidiaries  are  centered  in  the  City 
of  Pittsburgh,  except  for  the  gas  supply  operations 
conducted  in  West  Virginia  and  Kentucky. 

(e)  Philadelphia  Company  has  been  managed 
for  many  years  by  officers  residing,  for  the  most 
part,  in  the  Pittsburgh  district. 

(f)  After  Standard  Power  and  Light  Corpora¬ 
tion  and  Standard  Gas  and  Electric  Company  have 
completed  the  steps  which  they  are  now  taking  pur¬ 
suant  to  orders  of  the  Commission,  and  after  Pitts- 
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burgh  and  West  Virginia  Gas  Company  ceases  to  be 
a  holding  company  as  proposed  by  Philadelphia 
Company  in  the  plan  described  in  paragraphs  32  to 
36,  inclusive,  of  this  answer,  there  will  remain  but 
one  holding  company  in  the  entire  system,  although 
two  tiers  of  holding  companies  are  permitted  by  the 
Holding  Company  Act. 

For  some  years  past,  Philadelphia  Company  has 
been  taking  steps  to  simplify  the  corporate  structure  of 
its  system,  and  at  the  present  time  it  is  contemplating 
certain  additional  steps  in  furtherance  of  this  objective. 
As  a  result  of  this  program,  which  is  described  in  para¬ 
graphs  32  to  36,  inclusive,  of  this  answer,  the  number 
of  companies  in  the  Philadelphia  Company  system  will 
be  reduced  to  nine,  all  of  which  will  be  directly  owned  by 
Philadelphia  Company,  and  will  comprise  four  func¬ 
tional  groups:  an  electric  group,  a  gas  group,  a  trans¬ 
portation  group  and  an  auxiliary  group.  j 

A  chart  showing  the  organization  which  will  result 
from  this  program  is  contained  in  Exhibit  B  of  this 
answer. 

i 

! 

Respondents  expressly  reserve  and  refuse  to  waive 
any  and  all  constitutional  and  legal  rights,  and  particur 
larly  all  rights  with  respect  to  questions  involving  the 
construction,  application  or  constitutionality  of  Section 
11  or  of  any  other  section  or  provision  of  the  Act,  and 
of  any  and  all  orders,  rules  and  regulations  of  the  Com¬ 
mission. 

Dated  February  10, 1947. 

( Signatures  and  verifications  are  omitted. ) 

i 

EXHIBIT  A  | 

(Exhibit  A  is  here  omitted  to  avoid  duplication,  said 
exhibit  being  printed  as  Philadelphia  Exhibit  No.  7  at 
page  2243a  of  this  Joint  Appendix. )  i 
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AMENDMENT  No.  1  TO  PLAN  OF  PHILADELPHIA 
COMPANY,  ET  AL.,  PURSUANT  TO  SECTION  11(e) 
OF  THE  PUBLIC  UTILITY  HOLDING 
COMPANY  ACT  OF  1935. 


[Filed  with  the  Commission  September  15,  1947; 
Transcript  pages  13435-13458] 

(Caption  omitted) 


Philadelphia  Company,  Duquesne  Light  Company, 
Equitable  Gas  Company,  Pittsburgh  and  West  Virginia 
Gas  Company,  Kentucky  West  Virginia  Gas  Company, 
Allegheny  County  Steam  Heating  Company,  Cheswick 
and  Harmar  Railroad  Company,  The  Consolidated  Gas 
Company  of  the  City  of  Pittsburgh,  Equitable  Auto 
Company,  Equitable  Real  Estate  Company,  Equitable 
Sales  Company,  Finleyville  Oil  and  Gas  Company,  and 
Philadelphia  Oil  Company  (hereinafter  sometimes  col¬ 
lectively  called  Companies)  hereby,  jointly  and  sever¬ 
ally,  represent  and  state  as  follows: 

i 

1.  On  December  5,  1946,  the  Commission  instituted 
proceedings  under  Section  11(b)(2)  of  the  Act  at  File 
No.  59-88  against  Philadelphia  Company  and  certain  pf 
its  Subsidiary  Companies,  and  Standard  Power  and 
Light  Corporation,  and  Standard  Gas  and  Electric  Com¬ 
pany,  and  at  the  same  time  it  entered  an  order  consoli¬ 
dating  said  Section  11(b)  ( 2 )  proceeding  with  the  pro¬ 
ceeding  previously  instituted  on  March  6,  1940  under 
Section  11(b)(1)  of  the  Act  at  File  No.  59-9  against 
Standard  Power  and  Light  Corporation,  Standard  Gas 
and  Electric  Company  and  Subsidiary  Companies  there- 
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2.  In  the  Answer  filed  in  said  proceedings  on  Feb¬ 
ruary  10, 1947  by  the  Companies  (who  were  some  of  the 
Respondents  named  in  the  Notices  and  Orders  issued 
by  the  Securities  and  Exchange  Commission  on  Decem¬ 
ber  5,  1946 ) ,  there  was  set  forth  a  PLAN  OF  PHILA¬ 
DELPHIA  COMPANY,  ET  AL.,  PURSUANT  TO  SEC¬ 
TION  11(e)  OF  THE  PUBLIC  UTILITY  HOLDING 
COMPANY  ACT  OF  1935,  File  Nos.  59-88  and  59-9 
(Public  Utility  Holding  Company  Act  of  1935). 

3.  With  respect  to  such  Plan,  it  was  stated  in  Para¬ 
graph  34(e)  that: 

“It  is  not  possible  to  undertake  at  this  time  the 
simplification  of  the  gas  properties  due  to  the  fact 
that  three  of  the  principal  companies  involved, 
namely  Equitable  Gas  Company,  Pittsburgh  and 
West  Virginia  Gas  Company  and  Kentucky  West 
Virginia  Gas  Company,  are  involved  in  rate  pro¬ 
ceedings  before  the  Pennsylvania  Public  Utility 
Commission  and  the  Federal  Power  Commission, 
the  outcome  of  which  will  have  a  material  bearing 
on  the  proper  basis  for  capitalizing  such  companies 
in  any  simplification  program.” 

4.  Since  the  filing  of  such  Plan,  the  rate  proceed¬ 
ings  before  the  Pennsylvania  Public  Utility  Commis¬ 
sion,  involving  the  rates  of  Equitable  Gas  Company, 
have  been  finally  concluded  and  determined.  As  a  result, 
it  is  now  possible  to  proceed  with  that  part  of  the  Plan 
which  relates  to  the  gas  properties  located  in  Pennsyl¬ 
vania. 

5.  Pursuant  to  Section  11(e)  of  the  Public  Utility 
Holding  Company  Act  of  1935,  the  Companies  now  pro¬ 
pose  to  undertake  the  reorganization  of  the  gas  proper¬ 
ties  of  Philadelphia  Company  and  Subsidiary  Companies 
located  in  the  State  of  Pennsylvania,  and  to  that  end  do 
hereby  amend  Paragraph  34  of  said  Plan  to  read  as  fol¬ 
lows: 
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“34.  The  simplification  of  the  gas  properties 
will  be  accomplished  in  the  following  manner: 

i 

I 

“(a)  The  declaration  by  Pittsburgh  and  West 
Virginia  Gas  Company  of  a  dividend  in  kind  to 
Philadelphia  Company  of : 

i 

(1)  All  the  capital  stock  of  Equitable  Gas 
Company. 

i 

(2)  All  the  notes  of  Equitable  Gas  Comj 
pany  owned  by  Pittsburgh  and  West 
Virginia  Gas  Company. 

i 

(3)  All  the  accounts  receivable  not  cur¬ 
rent  representing  interest  owing  by 
Equitable  Gas  Company  to  Pittsburgh 
and  West  Virginia  Gas  Company. 

! 

“(b)  The  transfer  by  Philadelphia  Company 
by  appropriate  deeds  and  assignments  to  Equitable 
Gas  Company,  in  exchange  for  new  common  stock 
and  First  Mortgage  Bonds  of  Equitable  Gas  Com¬ 
pany  (see  Paragraph  (d) ,  below) ,  of  the  following:  | 

(1)  The  natural  gas  producing,  transmis¬ 

sion  and  distribution  properties  of 
Philadelphia  Company.  j 

i 

(2)  The  notes  of  Equitable  Gas  Company 
now  owned  by  Philadelphia  Company,  j 

i 

(3)  The  accounts  representing  receivables  ; 
not  current  for  interest  and  rents ! 

i 

owing  by  Equitable  Gas  Company  to  j 
Philadelphia  Company. 

(4)  The  account  for  rent  and  interest  cur-  I 
rent  but  unpaid  owing  by  Equitable  j 
Gas  Company  to  Philadelphia  Com-  j 
pany. 
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(5)  The  capital  stock,  notes  and  accounts 
receivable  of  Equitable  Gas  Company 
to  be  received  by  Philadelphia  Com¬ 
pany  pursuant  to  Paragraph  (a), 
hereof. 

“(c)  The  sale  by  Finleyville  Oil  and  Gas 
Company  of  its  natural  gas  properties,  and  certain 
other  assets  of  a  minor  nature,  to  Equitable  Gas 
Company,  and  the  liquidation  of  Finleyville  Oil  and 
Gas  Company. 

“(d)  The  issuance  by  the  reorganized  Equi¬ 
table  Gas  Company  of  First  Mortgage  Bonds  in  the 
amount  of  $15,000,000  and  new  common  stock  in  an 
amount  to  be  ascertained  in  the  manner  indicated 
in  the  following  sentence,  the  entire  amount  of  the 
common  stock  and  $14,000,000  of  First  Mortgage 
Bonds  to  be  delivered  to  Philadelphia  Company  in 
exchange  for  the  assets  to  be  transferred  by  the 
latter  to  Equitable  Gas  Company  (see  Paragraph 
(b),  above),  and  $1,000,000  of  said  First  Mort¬ 
gage  Bonds  to  be  retained  temporarily  by  Equitable 
Gas  Company  and  sold  to  finance  future  construc¬ 
tion  expenditures.  The  aggregate  par  or  stated 
value  of  the  common  stock  to  be  issued  to  Phila¬ 
delphia  Company  as  aforesaid  shall  be  equal  to  the 
entire  net  worth  of  Equitable  Gas  Company  at  the 
effective  date  of  the  above  transactions  after  the 
balance  sheet  adjustments  necessary  to  reflect 
such  transactions,  including  the  issuance  of  the 
$14,000,000  of  First  Mortgage  Bonds  to  be  outstand¬ 
ing. 

“(e)  The  $14,000,000  of  First  Mortgage 
Bonds  of  the  reorganized  Equitable  Gas  Company 
to  be  received  by  Philadelphia  Company  pursuant 
to  Paragraph  (d)  hereof  shall  be  held  by  Philadel- 
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phia  Company  for  the  purpose  of  retiring  its  out¬ 
standing  debt  or  preferred  stock  or  for  other  corpo¬ 
rate  purposes  in  such  manner  and  at  such  time  as 
may  be  hereafter  determined  by  the  Board  of  Direc¬ 
tors  of  Philadelphia  Company. 

! 

“(f)  Pittsburgh  and  West  Virginia  Gas  Com¬ 
pany  will  be  recapitalized.  Incident  to  such  recapi¬ 
talization  the  portion  of  the  second  preferred  stock 
of  Kentucky  West  Virginia  Gas  Company  owned 
by  Pittsburgh  and  West  Virginia  Gas  Company  will 
be  transferred  to  Philadelphia  Company;  Philadel¬ 
phia  Oil  Company  will  transfer  all  of  its  properties 
to  Pittsburgh  and  West  Virginia  Gas  Company;  and 
Philadelphia  Oil  Company  will  be  dissolved. 

“(g)  Kentucky  West'  Virginia  Gas  Company 
will  be  recapitalized.  Incident  to  such  recapitaliza-j 
tion  the  interest  of  Louisville  Gas  and  Electric  Com-  i 
pany  in  the  common  stock  and  first  preferred  stock 
of  Kentucky  West  Virginia  Gas  Company  will  be  ; 
acquired  by  Philadelphia  Company.  j 

“(h)  It  is  not  possible  to  undertake  at  this 
time  the  measures  outlined  in  Subparagraphs  (f)  j 
and  (g),  which  involve  the  simplification  of  the  gas  j 
properties  located  in  West  Virginia  and  in  Ken¬ 
tucky,  due  to  the  fact  that  one  of  the  principal  com-  i 
panies  affected,  namely  Pittsburgh  and  West  Vir-  | 
ginia  Gas  Company,  is  involved  in  rate  proceedings  j 
before  the  Federal  Power  Commission  and  in  liti-  i 
gation  with  a  non-affiliated  company  affecting  the  ; 
charges  payable  by  Pittsburgh  and  West  Virginia 
Gas  Company  for  gas  which  is  received  from  the 
non-afiiliated  company  under  an  exchange  agree¬ 
ment,  and  to  the  fact  that  the  other  principal  com¬ 
pany,  namely  Kentucky  West  Virginia  Gas  Com¬ 
pany,  is  also  involved  in  rate  proceedings  before  the 
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Federal  Power  Commission.  The  outcome  of  these 
matters  will  have  a  material  bearing  on  the  proper 
basis  for  capitalizing  such  companies  in  any  simpli¬ 
fication  program.” 

G.  A  copy  of  the  Plan  mentioned  in  Paragraph  2 
hereof,  giving  effect  to  this  Amendment  No.  1,  is  at¬ 
tached  hereto  as  Exhibit  A.  A  copy  of  Paragraph  34  of 
the  Plan  mentioned  in  Paragraph  2  hereof,  before  giving 
effect  to  this  Amendment  No.  1,  is  attached  hereto  as 
Exhibit  B. 

Dated  September  10,  1947. 

(Signatures  and  verifications  omitted) 

EXHIBIT  A 

Plan  of  Philadelphia  Company,  Et  AL,  Pursuant 
to  Section  11(e)  of  the  Public  Utility  Holding 
Company  Act  of  1935,  Giving  Effect  to 
Amendment  No.  1  Thereto. 

(Balance  of  Caption  omitted  as  duplication.) 

For  some  years  past,  Philadelphia  Company  has 
been  taking  steps  to  simplify  the  corporate  structure  of 
its  holding  company  system.  Since  1920,  the  corporate 
structure  of  the  Philadelphia  Company  system  (exclud¬ 
ing  Pittsburgh  Railways  system  companies)  has  been 
reduced  from  51  to  13  companies.  During  the  same  pe¬ 
riod,  the  number  of  companies  in  the  Pittsburgh  Rail¬ 
ways  system  was  reduced  from  127  to  55. 

i 

At  the  present  time,  Philadelphia  Company  is  con¬ 
templating  certain  additional  steps  in  furtherance  of 
its  simplification  program.  To  this  end,  and  also  for  the 
purpose  of  enabling  the  Respondents  to  comply  with  the 
provisions  of  Section  11(b)  of  the  Act,  the  Respondents 
propose  the  following  Plan,  pursuant  to  Section  11(e) 
of  the  Act : 


I 
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End  Result  of  Plan 

32.  As  a  result  of  the  various  steps  contemplated 
by  the  terms  of  the  Plan  as  hereinafter  more  fully  set 
forth,  Philadelphia  Company  would  become  the  direct 
owner  of  9  companies  including  1  electric  utility  com¬ 
pany,  2  gas  utility  companies  and  6  non-utility  com¬ 
panies,  which  companies  would  comprise  four  functional 
groups :  an  electric  group,  a  gas  group,  a  transportation 
group  and  an  auxiliary  group.  ; 

(a)  The  companies  in  the  electric  group  would 

be  Duquesne  Light  Company,  which  supplies  electric 
light,  heat  and  power  service  in  the  City  of  Pittsburgh 
and  surrounding  municipalities  in  Allegheny  and  Beaver 
Counties;  Allegheny  County  Steam  Heating  Company,! 
which  furnishes  steam  heating  service  in  the  City  of 
Pittsburgh;  and  Cheswick  and  Harmar  Railroad  Com-  ; 
pany,  which  operates  a  steam  railroad  between  the 
Harwich  Mine  and  the  Colfax  Power  Plant  of  Duquesne 
Light  Company.  i 

(b)  The  companies  in  the  gas  group  would  con-  j 
sist  of  Equitable  Gas  Company,  which  distributes  j 
natural  gas  at  retail  in  the  City  of  Pittsburgh  and  sur-  j 
rounding  communities  in  Southwestern  Pennsylvania;  | 
Pittsburgh  and  West  Virginia  Gas  Company,  which  is  j 
primarily  a  natural  gas  producing  and  transporting  com¬ 
pany  operating  in  northern  West  Virginia  and  from 
which  Equitable  Gas  Company  obtains  the  major  part 
of  its  gas  supply;  and  Kentucky  West  Virginia  Gas  Com¬ 
pany,  which  is  a  natural  gas  producing  company  operat¬ 
ing  in  Kentucky  and  from  which  Pittsburgh  and  West 
Virginia  Gas  Company  obtains  the  major  part  of  its 
gas  supply. 

(c)  The  transportation  group  would  consist  of 
Pittsburgh  Railways  Company,  which  would  operate  a 
system  of  electric  street  railways  and  bus  lines  in  the 
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City  of  Pittsburgh  and  surrounding  municipalities  in 
Southwestern  Pennsylvania. 

(d)  The  auxiliary  group  would  include  Equitable 
Auto  Company,  which  operates  and  services  automotive 
equipment  for  the  subsidiaries  of  Philadelphia  Company, 
and  Equitable  Real  Estate  Company,  which  owns  and 
operates  various  real  properties  in  the  City  of  Pitts¬ 
burgh  and  adjacent  territory,  including  an  office  build¬ 
ing  which  serves  as  the  main  office  of  the  Philadelphia 
Company  and  its  subsidiaries. 

Effect  of  Proposed  Plan 

33.  The  effect  of  the  proposed  Plan  may  be  sum¬ 
marized  as  follows: 

(a)  Philadelphia  Company  would  cease  to  occupy 
the  dual  status  of  a  holding  company  and  a  gas  utility 
company. 

(b)  Pittsburgh  and  West  Virginia  Gas  Company 
would  cease  to  be  a  holding  company. 

(c)  The  corporate  organization  of  the  gas  com¬ 
panies  in  the  holding  company  system  of  Philadelphia 
Company  would  be  simplified  by  the  elimination  of  the 
present  leases  between  Philadelphia  Company  and  Equi¬ 
table  Gas  Company,  the  elimination  of  one  gas  company 
and  one  oil  company  and  the  elimination  of  the  inter¬ 
company  indebtedness  now  existing  in  substantial 
amounts  between  the  gas  companies. 

(d)  All  of  the  gas  producing,  transmission  and 
distribution  properties  located  in  Pennsylvania,  which 
are  now  owned  by  three  companies,  would  be  owned 
and  operated  by  Equitable  Gas  Company. 

(e)  The  stock  interest  of  Louisville  Gas  and  Elec¬ 
tric  Company  in  Kentucky  West  Virginia  Gas  Company 
would  be  eliminated. 
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(f)  The  simplification  of  the  corporate  structure 

of  the  gas  companies  in  the  holding  company  system  of 
Philadelphia  Company  would  make  it  possible  to  issue 
mortgage  bonds  against  the  gas  properties,  the  proceeds 
of  which  could  be  applied  to  the  retirement  of  Philadel¬ 
phia  Company’s  debt.  j 

i 

j 

(g)  In  addition  to  the  elimination  of  53  underlier 
street  railway  companies,  the  following  4  companies  in 
the  present  holding  company  system  of  Philadelphia 
Company  would  be  eliminated:  Philadelphia  Oil  Conn 
pany,  Finleyville  Oil  and  Gas  Company,  The  Console 
dated  Gas  Company  of  the  City  of  Pittsburgh,  and  Equi^ 
table  Sales  Company. 

Measures  Necessary  to  Carry  Out  Proposed  Plan 

34.  The  simplification  of  the  gas  properties  will  be 
accomplished  in  the  following  manner: 

(a)  The  declaration  by  Pittsburgh  and  West 
Virginia  Gas  Company  of  a  dividend  in  kind  to  Phila-' 
delphia  Company  of: 

(1)  All  the  capital  stock  of  Equitable  Gas 
Company. 

(2)  All  the  notes  of  Equitable  Gas  Company  ; 
owned  by  Pittsburgh  and  West  Virginia  i 
Gas  Company. 

(3)  All  the  accounts  receivable  not  current 

representing  interest  owing  by  Equi-  j 
table  Gas  Company  to  Pittsburgh  and  j 
West  Virginia  Gas  Company.  j 

i 

(b)  The  transfer  by  Philadelphia  Company  by  I 
appropriate  deeds  and  assignments  to  Equitable  Gas 
Company,  in  exchange  for  new  common  stock  and  First  j 
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Mortgage  Bonds  of  Equitable  Gas  Company  (see  Para¬ 
graph  (d),  below),  of  the  following: 

(1)  The  natural  gas  producing,  transmission 
and  distribution  properties  of  Philadel- 
delphia  Company. 

(2)  The  capital  stock,  notes  and  accounts 
receivable  of  Equitable  Gas  Company  to 
be  received  by  Philadelphia  Company 
pursuant  to  Paragraph  (a)  hereof. 

(3)  The  notes  of  Equitable  Gas  Company 
now  owned  by  Philadelphia  Company. 

(4)  The  accounts  representing  receivables 
not  current  for  interest  and  rents  owing 
by  Equitable  Gas  Company  to  Philadel¬ 
phia  Company. 

(5)  The  account  for  rent  and  interest  cur¬ 
rent  but  unpaid  owing  by  Equitable  Gas 
Company  to  Philadelphia  Company. 

(c)  The  sale  by  Finleyville  Oil  and  Gas  Company 
of  its  natural  gas  properties,  and  certain  other  assets 
of  a  minor  nature,  to  Equitable  Gas  Company,  and  the 
liquidation  of  Finleyville  Oil  and  Gas  Company. 

(d)  The  issuance  by  the  reorganized  Equitable 
Gas  Company  of  First  Mortgage  Bonds  in  the  amount 
of  $15,000,000  and  new  common  stock  in  an  amount  to 
be  ascertained  in  the  manner  indicated  in  the  following 
sentence,  the  entire  amount  of  the  common  stock  and 
$14,000,000  of  First  Mortgage  Bonds  to  be  delivered  to 
Philadelphia  Company  in  exchange  for  the  assets  to  be 
transferred  by  the  latter  to  Equitable  Gas  Company 
(see  Paragraph  (b),  above),  and  $1,000,000  of  said  First 
Mortgage  Bonds  to  be  retained  temporarily  by  Equitable 
Gas  Company  and  sold  to  finance  future  construction 
expenditures.  The  aggregate  par  or  stated  value  of  the 
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common  stock  to  be  issued  to  Philadelphia.  Company  as 
aforesaid  shall  be  equal  to  the  entire  net  worth  of  Equir 
table  Gas  Company  at  the  effective  date  of  the  above 
transactions  after  the  balance  sheet  adjustments  neces¬ 
sary  to  reflect  such  transactions,  including  the  issuance 
of  the  $14,000,000  of  First  Mortgage  Bonds  to  be  out4 
standing. 

(e)  The  $14,000,000  of  First  Mortgage  Bonds  oi 
the  reorganized  Equitable  Gas  Company  to  be  received 
by  Philadelphia  Company  pursuant  to  Paragraph  (d)! 
hereof  shall  be  held  by  Philadelphia  Company  for  the 
purpose  of  retiring  its  outstanding  debt  or  preferred 
stock  or  for  other  corporate  purposes  in  such  manner 
and  at  such  time  as  may  be  hereafter  determined  by  the. 
Board  of  Directors  of  Philadelphia  Company. 

(f)  Pittsburgh  and  West  Virginia  Gas  Company 
will  be  recapitalized.  Incident  to  such  recapitalization  ! 
the  portion  of  the  second  preferred  stock  of  Kentucky  j 
West  Virginia  Gas  Company  owned  by  Pittsburgh  and  j 
West  Virgiina  Gas  Company  will  be  transferred  to  i 
Philadelphia  Company;  Philadelphia  Oil  Company  will  | 
transfer  all  of  its  properties  to  Pittsburgh  and  West  j 
Virginia  Gas  Company;  and  Philadelphia  Oil  Company  j 
will  be  dissolved. 

(g)  Kentucky  West  Virginia  Gas  Company  will  1 

be  recapitalized.  Incident  to  such  recapitalization  the  , 
interest  of  Louisville  Gas  and  Electric  Company  in  the  j 
common  stock  and  first  preferred  stock  of  Kentucky  . 
West  Virginia  Gas  Company  will  be  acquired  by  Phila-  j 
delphia  Company.  j 

i 

(h)  It  is  not  possible  to  undertake  at  this  time  ! 
the  measures  outlined  in  Subparagraphs  (f)  and  (g),  j 
which  involve  the  simplification  of  the  gas  properties  j 
located  in  West  Virginia  and  in  Kentucky,  due  to  the  ! 
fact  that  one  of  the  principal  companies  affected,  name- 
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ly  Pittsburgh  and  West  Virginia  Gas  Company,  is  in¬ 
volved  in  rate  proceedings  before  the  Federal  Power 
Commission  and  in  litigation  with  a  non-affiliated  com¬ 
pany  affecting  the  charges  payable  by  Pittsburgh  and 
West  Virginia  Gas  Company  for  gas  which  is  received 
from  the  non-affiliated  company  under  an  exchange 
agreement,  and  to  the  fact  that  the  other  principal  com¬ 
pany,  namely  Kentucky  West  Virginia  Gas  Company, 
is  also  involved  in  rate  proceedings  before  the  Federal 
Power  Commission.  The  outcome  of  these  matters  will 
have  a  material  bearing  on  the  proper  basis  for  capital¬ 
izing  such  companies  in  any  simplification  program. 

35.  The  simplification  of  the  balance  of  the  corpo¬ 
rate  structure  of  the  holding  company  system  of  Phila¬ 
delphia  Company,  exclusive  of  the  Pittsburgh  Railways 
Company  and  the  underlier  companies  in  the  Pittsburgh 
Railways  system,  will  be  accomplished  by  the  following 
steps: 

(a)  Equitable  Sales  Company  will  be  dissolved. 

(b)  The  stock  of  Allegheny  County  Steam  Heat¬ 
ing  Company  now  owned  by  Duquesne  Light  Company 
will  be  transferred  to  Philadelphia  Company. 

(c)  The  publicly  held  stock  of  The  Consolidated 
Gas  Company  of  the  City  of  Pittsburgh  (guaranteed  as 
to  a  4%  dividend  by  Philadelphia  Company)  will  be  ac¬ 
quired  by  an  exchange  of  appropriate  securities  of 
Philadelphia  Company  for  such  stock  and  The  Consoli¬ 
dated  Gas  Company  of  the  City  of  Pittsburgh  will  be 
dissolved. 

36.  The  simplification  of  the  street  railway  and 
motor  coach  properties  in  the  holding  company  system 
of  Philadelphia  Company  will  be  accomplished  as  a  re¬ 
sult  of  the  pending  reorganization  proceedings  of  Pitts¬ 
burgh  Railways  Company  hereinafter  described: 
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Since  1902  Pittsburgh  Railways  Company  has  con¬ 
ducted  a  unified  street  railway  operation  in  the  City  of 
Pittsburgh  and  adjoining  municipalities  utilizing  the 
properties  of  numerous  underlier  or  lessor  companies, 
pursuant  to  a  number  of  operating  agreements,  leases, 
conveyances  and  stock  ownership.  The  underlier  com¬ 
panies  are  grouped  into  3  major  sub-systems,  namely,: 
those  of  Consolidated  Traction  Company,  United  Trac-; 
tion  Company  of  Pittsburgh  and  Pittsburgh  Railways 
Company.  Each  of  these  major  sub-systems  in  turn  is 
composed  of  the  properties  of  underlier  companies,  the 
right  to  possession  of  which  resides  in  the  above-named 
companies  pursuant  to  stock  ownership  or  long-term 
leases.  Consolidated  Traction  Company  and  United  Trac-  i 
tion  Company  of  Pittsburgh  turned  over  the  possession  ! 
of  their  properties,  including  those  of  their  underlier  : 
companies,  to  Pittsburgh  Railways  Company  for  opera-  j 
tion  pursuant  to  operating  agreements  dated  January  1, : 
1902.  These  operating  agreements  were  for  an  original  j 
term  of  five  years,  terminable  on  three  months’  notice  j 
thereafter.  Pursuant  thereto,  since  January  1,  1902, 1 
Pittsburgh  Railways  Company  has  operated  the  proper-  j 
ties  of  United  and  Consolidated  in  addition  to  its  own  as  j 
a  unified  transportation  system.  This  operation  has  con-  ! 
tinued  to  date,  with  the  exception  of  a  period  of  opera-  j 
tion  by  federal  equity  receivers  from  April  23,  1918  to  i 
February  1,  1924,  and  with  the  further  exception  of  the  j 
period  from  June  14, 1938  to  the  present  time,  when  the  j 
properties  were  operated  by  the  Trustees  for  Pittsburgh  j 
Railways  Company  appointed  in  the  course  of  a  re-  j 
organization  proceeding  under  Section  77B  and  Chap¬ 
ter  X  of  the  Bankruptcy  Act. 

The  pending  bankruptcy  reorganization  proceedings  j 
of  Pittsburgh  Railways  Company  is  the  culmination  of 
a  long  and  extensive  effort  to  simplify  the  corporate  j 
structure  of  the  Pittsburgh  Railways  system.  Pursuant 
to  an  agreement  between  the  City  of  Pittsburgh,  Phila- 
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delphia  Company  and  Pittsburgh  Railways  Company 
under  date  of  December  21,  1921  (sometimes  called  the 
Traction  Conference  Board  Agreement)  Philadelphia 
Company  agreed  to  “proceed  at  once  to  endeavor  to  re¬ 
organize  the  Pittsburgh  Railways  Company  or  cause  a 
new  company  to  be  formed  for  the  purpose  of  taking 
over  all  the  assets  of  the  Pittsburgh  Railways  Company 
of  every  kind  and  description,  and  in  said  plan  for  re¬ 
organization  shall  endeavor  to  provide  for  finally  bring¬ 
ing  all  of  the  subsidiary  companies  into  one  company 
and  the  conversion  of  the  present  mortgages  into  a 
single  mortgage  on  the  entire  property.” 

In  subsequent  years  several  steps  were  taken  in  an 
effort  to  attain  the  objective  of  the  Traction  Conference 
Board  Agreement.  A  refunding  mortgage  was  drafted 
with  a  view  to  making  possible  the  elimination  of  all 
mortgages  of  underlier  street  railway  companies  and 
considerable  time  and  effort  was  devoted  towards  this 
end.  Dissolution  and  consolidation  of  underlier  street 
railway  companies  was  accomplished  wherever  possible 
with  the  result  that  the  number  of  such  companies  was 
reduced  from  substantially  more  than  100  in  1924  to 
53  in  1938.  Furthermore,  purchases  of  securities  were 
made  on  the  open  market  with  a  view  to  making  pos¬ 
sible  the  consolidation  and  elimination  of  additional 
companies. 

During  the  early  1930’s  a  plan  of  reorganization  for 
the  railway  companies,  contemplating  the  elimination 
of  the  underliers,  was  developed  and  proposed  by  an 
official  of  an  affiliated  company  of  Philadelphia  Com¬ 
pany.  This  plan  was  considered  and  discussed  by  certain 
officers  of  Philadelphia  Company  and  Pittsburgh  Rail¬ 
ways  Company  and  in  1935  was  informally  presented  to 
the  Council  of  the  City  of  Pittsburgh. 

All  efforts  to  achieve  a  simplification  of  the  corpo¬ 
rate  structure  of  the  Pittsburgh  Railways  System 
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proved  unsuccessful  primarily  because  of  the  absence  of 
any  effective  legal  machinery.  In  1934,  however,  Section 
77B  of  the  Bankruptcy  Act  was  enacted,  and  on  May  10, 
1938  Pittsburgh  Railways  Company  filed  a  voluntary 
petition  for  reorganization  under  that  section.  Trustees 
were  appointed  on  June  14,  1938,  and  have  continued 
the  unified  operation  of  the  system.  On  November  7, 
1938  the  Court  entered  an  order  providing  “That  all  the 
provisions  of  the  Chandler  Act  with  respect  to  the 
preparation,  submission,  approval,  acceptance  and  con¬ 
firmation  of  a  plan  of  reorganization  shall  henceforth 
apply  to  and  govern  this  proceeding.”  j 

i 

Counsel  for  the  Commission  entered  an  appearance 
on  behalf  of  the  Commission  early  in  the  reorganization 
proceedings  and  participated  actively  in  the  formulation 
of  a  plan  of  reorganization  and  in  subsequent  litigation' 

The  Trustees  of  the  Debtor  prepared  and  filed  a 
plan  of  reorganization  contemplating  the  unification  of 
all  of  the  existing  street  railway  properties  into  a  single 
corporation.  Pursuant  to  Section  178  of  the  Bankruptcy 
Act  the  Trustees’  plans  were  submitted  to  the  Pennsyl-^ 
vania  Public  Utility  Commission  which,  after  extensive 
hearings,  rejected  certain  features  (38  P.U.R.  NS  434  ;j 
41  P.U.R.  NS  193)  but  gave  its  approval  to  an  “Amended 
Revised  Plan”  (42  P.U.R.  NS  285),  which  was  filed  with 
the  Bankruptcy  Court  on  March  17,  1942.  The  Amended 
Revised  Plan  contemplates  the  acquisition  by  the  re¬ 
organized  Pittsburgh  Railways  Company  of  the  prop¬ 
erties  of  Pittsburgh  Motor  Coach  Company  and  of  all 
of  the  underlier  companies  with  the  exception  of  3  un- 
derlier  companies  which  were  excluded  from  said  plan 
because  of  the  proposed  abandonment  of  their  prop¬ 
erties. 

After  the  Amended  Revised  Plan  was  filed  with  the 
Court,  a  question  arose  as  to  the  jurisdiction  of  the 
Court  with  respect  to  the  underlier  companies.  After 
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efforts  of  the  Trustees  to  cause  certain  companies  to  file 
voluntary  petitions  for  reorganization  proved  unsuc¬ 
cessful,  the  City  of  Pittsburgh  filed  a  petition  on  Octo¬ 
ber  23,  1942  asking  the  Court  to  assume  and  exercise 
jurisdiction,  as  set  forth  in  the  prayer  of  the  petition, 
with  respect  to  the  49  underlier  companies,  the  unifica¬ 
tion  of  which  was  contemplated  under  the  Amended 
Revised  Plan.  The  Bankruptcy  Court  dismissed  the 
City’s  petition  but  was  reversed  by  the  United  States 
Circuit  Court  of  Appeals  for  the  Third  Circuit  which 
said,  in  an  opinion  filed  May  7,  1946  ( 155  F.  2d  477 )  : 

“Our  conclusion  is  that  the  facts  of  the  present 
case  call  for  the  treatment  of  this  great  trans¬ 
portation  system  as  one  entity  for  purposes  of 
reorganization,  regardless  of  the  elaborate  jig¬ 
saw  puzzle  arrangement  of  all  the  underlying 
companies  which  have  gone  into  it.” 

Petitions  for  certiorari  having  been  denied  by  the 
Supreme  Court  of  the  United  States  on  October  14, 1946, 
the  Bankruptcy  Court  on  December  13,  1946  entered  an 
order  providing  that  “this  reorganization  shall  hence¬ 
forth  proceed  in  accordance  with  the  decision  of  the 
Circuit  Court,”  and  further  providing  certain  proce¬ 
dural  steps  to  be  taken.  The  reorganization  proceeding 
is  therefore  in  progress  with  a  view  to  the  elimination 
of  all  of  the  complexities  in  the  corporate  structure  of 
the  Pittsburgh  Railways  system  and  to  the  combination 
of  the  underlier  companies  into  a  single  new  company 
pursuant  to  a  fair,  equitable  and  feasible  plan  of  re¬ 
organization. 

EXHIBIT  B 

( Exhibit  B  is  here  omitted  to  avoid  duplication, 
said  exhibit  being  a  copy  of  Paragraph  34  of  the 
original  Plan  of  Philadelphia  Company,  et  al.,  which 
paragraph  34  appears  on  pages  155a  and  156a 
hereof. ) 
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ANSWER  OF  STANDARD  GAS  AND  ELECTRIC 
COMPANY  TO  NOTICES  AND  ORDERS, 

DATED  DECEMBER  5,  1946  j 

[Filed  with  the  Commission  on  February  17,  1947 ;  j 
Transcript  pages  13459-13524] 

(The  Answer  of  Standard  Gas  and  Electric  Com¬ 
pany  to  the  Notices  and  Orders  of  the  Commission,  dated 
December  5,  1946,  is  omitted  here  as  it  is  substantially 
identical  with  the  Joint  and  Several  Answer  of  Phila¬ 
delphia  Company,  et  al.,  printed  at  pages  87a  through 
164a  of  this  Joint  Appendix. ) 

OPINION  AND  ORDER  OF  THE  COMMISSION,  j 
FEBRUARY  28,  1947 

[Transcript  pages  13529-13534]  j 

(Caption  omitted) 

Memorandum  Opinion 

The  Commission,  by  order  dated  December  5,  1946J 
instituted  proceedings  and  directed  a  hearing  herein 
pursuant  to  Section  11(b)(2)  of  the  Public  Utility 
Holding  Company  Act  of  1935  (“the  Act”).  The  ordei^ 
also  consolidated  the  proceedings  with  prior  proceedings 
instituted  pursuant  to  Section  11(b)(1)  of  the  Act.! 
Upon  the  convening  of  the  hearing  on  February  25, 
1947,  the  Philadelphia  Company,  a  registered  holding 
company,  one  of  the  respondents  herein,  made  oral  mo¬ 
tions  to  the  trial  examiner  who  certified  to  the  Commis¬ 
sion  the  following  questions :  | 

i 

(1)  whether  the  trial  examiner  should  be  ordered  , 
to  render  an  advisory  report  in  this  proceeding; 

( 2 )  whether  a  60-day  adjournment  should  be  grant¬ 
ed  pursuant  to  the  request  of  Philadelphia;  and 

(3)  whether  the  hearings  on  the  consolidated  Sec¬ 
tion  11(b)  (1)  and  Section  11(b)  (2)  proceedings  should 
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be  stayed  pending  consideration  and  disposition  of  an 
alleged  Section  11(e)  plan  contained  in  Philadelphia’s 
answer. 

At  the  close  of  the  initial  presentation  of  evidence 
by  the  staff,  Philadelphia  moved  to  dismiss  the  proceed¬ 
ings  on  the  ground  that  a  prima  facie  case  had  not  been 
made  out.  This  question  was  also  certified  to  us  by  the 
trial  examiner. 

We  will  consider  each  of  these  questions  in  turn. 

1.  Trial  Examiner's  Report 

In  determining  the  procedure  to  be  followed  in  pro¬ 
ceedings  before  us,  it  has  been  the  Commission’s  policy 
to  prescribe  such  procedure  as  will  in  the  particular  case 
afford  a  fair  and  expeditious  hearing  to  all  parties  and 
at  the  same  time  comply  with  all  applicable  statutory 
requirements.  Our  Rules  of  Practice  provide  for  pre- 
hearing  conferences  to  obtain  the  views  of  the  parties 
as  to  how  that  result  may  be  achieved.  Such  a  confer¬ 
ence  was  held  in  these  proceedings  and  included  discus¬ 
sion  on  the  question  of  the  necessity  or  desirability  of 
a  trial  examiner’s  report  at  the  conclusion  of  the  hear¬ 
ings.  Counsel  for  Philadelphia  has  stated  on  the  record 
that  he  is  not  prepared  at  this  time  to  waive  a  trial  ex¬ 
aminer’s  report  but  that  he  might  consider  such  a  waiver 
at  a  later  stage  of  the  hearings.  Under  the  circum¬ 
stances,  we  see  no  necessity  for  deciding  at  this  time 
whether  the  trial  examiner  should  be  ordered  to  file  an 
advisory  report  at  the  conclusion  of  the  hearings. 

We  will,  therefore,  reserve  decision  on  the  question 
whether  the  trial  examiner  should  be  ordered  to  render 
an  advisory  report.  At  the  close  of  the  hearings  the  trial 
examiner  is  directed  to  request  instructions  as  to  the 
procedure  to  be  followed. 
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2.  Request  for  Adjournment 

Philadelphia  has  indicated  that  it  intends  to  proceed 
with  the  introduction  of  such  of  its  evidence  as  it  now 
has  ready  for  presentation.  We  are  advised  by  the  ex¬ 
aminer  that  it  has  been  indicated  that  such  presentation 
would  occupy  three  or  four  days  of  hearings.  Following 
such  presentation,  which,  as  we  understand  it,  would 
be  completed  on  or  about  February  28,  1947,  Philadel¬ 
phia  has  requested  a  60  day  adjournment  of  the  hear¬ 
ings.  Counsel  for  Philadelphia  has  indicated  that  the 
basis  for  this  request  is  its  need  for  additional  time  to 
prepare  the  remainder  of  its  case. 

We  note  that  the  proceedings  under  Section  11(b) 
(1)  were  instituted  in  1940.  In  an  order  issued  on  Au¬ 
gust  9,  1941,  we  disposed  of  certain  issues  in  those  pro¬ 
ceedings  but  expressly  left  open  questions  relating  tb 
the  status  of  Philadelphia  under  Section  11(b)  (1).  The 
present  hearings  were  reconvened  by  order  entered  De¬ 
cember  5, 1946,  at  which  time  proceedings  under  Sectioh 
11(b)  (2)  were  also  instituted  and  consolidated  with  the 
prior  proceedings.  The  consolidated  proceedings  were 
initially  set  down  for  hearings  for  January  21,  1947.  On 
January  2,  1947,  Philadelphia  applied  for  a  postponer 
ment  of  the  hearings,  which,  if  granted  in  full,  would 
have  deferred  the  hearing  date  until  approximately 
April  6,  1947.  Because  of  the  inadequate  showing  which 
was  made  by  Philadelphia  to  warrant  a  postponement 
of  such  length,  we  did  not  feel  justified  in  granting  that 
request  in  full,  but  we  did  order  a  postponement  of  the 
hearings  until  February  25,  1947.  We  have  experienced 
some  difficulty  in  ascertaining  the  justification  for  ah 
additional  adjournment,  particularly  one  which  would 
move  the  hearing  date  to  approximately  May  1,  or  al-j 
most  a  month  beyond  the  postponement  initially  re¬ 
quested  by  Philadelphia.  We  are,  of  course,  desirous  of 
according  Philadelphia  sufficient  time  to  prepare  and 

I 

| 

i 
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present  its  case  but,  in  conformity  with  the  statutory 
policy  expressed  in  Section  11(b)  and  in  fairness  to 
other  parties  and  persons  appearing  at  the  hearing,  we 
must  insist  that  the  hearings  proceed  without  unreason¬ 
able  delay. 

Under  the  circumstances,  on  the  representation  of 
counsel  for  Philadelphia  that  it  requires  additional  time 
to  prepare  its  case,  we  will  grant  a  30-day  adjournment 
from  the  date  of  the  close  of  the  present  presentation 
of  evidence.  In  granting  such  adjournment,  we  shall  ex¬ 
pect  that  Philadelphia  will  be  prepared  to  proceed  with 
and  complete  the  presentation  of  its  case  on  the  resump¬ 
tion  of  the  hearings. 

3.  Motion  to  Stay  Section  11(b)  Proceedings 

The  notice  of  hearing  and  order  instituting  these 
proceedings  required  each  respondent  to  file  an  answer 
and  stated  that  such  answer  might  include  a  statement 
by  any  of  the  respondent  holding  companies  as  to  what 
steps  it  was  prepared  to  take  to  comply  with  Section  11 
( b )  of  the  Act.  The  answer  filed  by  Philadelphia,  in  addi¬ 
tion  to  admitting  or  controverting  allegations  contained 
in  the  notice  of  hearing  and  order  instituting  the  pro¬ 
ceedings,  purports  to  set  forth  a  plan  pursuant  to  Sec¬ 
tion  11(e)  of  the  Act.  Counsel  for  Philadelphia  has 
moved  to  stay  the  Section  11(b)  proceedings  pending 
consideration  and  disposition  of  its  purported  Section 
11(e)  plan. 

In  support  of  this  motion  Philadelphia  cites  Ameri¬ 
can  Power  &  Light  Company  v.  S.E.C.,  91  L.  ed.  89 
(1946).  That  case  holds  that  the  Commission  acted 
properly  in  entering  an  order  in  Section  11(b)  (2)  pro¬ 
ceedings  despite  the  filing  of  a  Section  11(e)  plan  where 
the  Commission  had  found  the  11(e)  plan  was  incom¬ 
plete,  inadequate  and  unlikely  to  satisfy  the  statutory 
standards.  But  we  are  not  concerned  here  with  the  ques- 
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tion  whether  an  11(b)  order  should  or  should  not  fae 
entered.  All  we  are  called  upon  to  decide  at  this  time 
is  whether  the  hearings  under  Section  11(b)  should  be 
permitted  to  go  forward.  We  do  not  understand  tie 
American  Power  &  Light  case  to  have  any  relevance  to 
that  question  and  we  see  no  valid  reason  for  staying 
such  hearings.1  However,  without  now  deciding  whether 
what  is  contained  in  Philadelphia’s  answer  can  be  prop¬ 
erly  regarded  as  a  plan  filed  under  Section  11(e)  of  the 
Act,  it  is  appropriate  that  the  issues  raised  by  such 
answer  be  considered  in  these  consolidated  proceedings. 
Philadelphia’s  motion  for  a  stay  of  the  Section  11(b) 
proceedings  is  accordingly  denied. 

4.  Motion,  to  Dismiss 

I 

At  the  close  of  the  staff’s  initial  presentation  of  evi¬ 
dence,  counsel  for  Philadelphia  moved  to  dismiss  the 
proceedings  on  the  ground  that  a  prima  facie  case  ha£ 
not  been  made  out.  From  an  examination  of  the  record 
it  appears  that  Philadelphia  does  not  intend  to  rest  its 
case  upon  the  presentation  made  by  the  staff  and  that 
the  motion  has  been  made  primarily  to  preserve  Phila^ 
delphia’s  rights.  The  motion  was  not  elaborated  to  sug¬ 
gest  any  specific  reasons  or  arguments  in  support 
thereof.  i 

i 

As  we  pointed  out  in  Charles  C.  Wright,  1  S.E.Cf 
901  (1936),  a  motion  of  this  type  is  in  the  nature  of  i 
demurrer  to  the  evidence  or  a  motion  at  the  end  of  the 
plaintiff’s  case  to  direct  a  verdict  for  the  defendants 
In  the  Wright  case  we  stated  our  view  that  it  would  not 


1In  determining  at  the  appropriate  stage  of  the  proceed-j 
ings  what  orders,  if  any,  should  be  entered  under  Section  11 
(b) ,  we  will,  of  course,  give  due  consideration  to  any  proposals 
which  may  be  made  by  the  respondents  in  their  answers  or 
otherwise. 
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be  consistent  with  orderly  and  expeditions  procedure  to 
entertain  a  motion  of  this  character  at  this  stage  of  a 
proceeding  before  our  trial  examiner.  Particularly  con¬ 
sidering  the  issues  involved  and  the  proof  already  ad¬ 
duced  in  these  consolidated  proceedings,  we  think  that 
orderly  procedure  requires  that  the  hearings  should  go 
forward  for  the  presentation  of  the  evidence  to  be  of¬ 
fered  by  Philadelphia  and  the  other  parties  and  inter¬ 
ested  persons. 

Accordingly,  we  will  not  now  pass  on  the  merits  of 
Philadelphia’s  motion  to  dismiss  but  will  reserve  de¬ 
cision  thereon  until  the  conclusion  of  the  hearings. 

An  appropriate  order  will  issue. 

By  the  Commission  (Commissioners  McCon- 
naughey,  McEntire,  and  Hanrahan),  Chairman  Caffrey 
being  absent  and  not  participating. 

Orval  L.  DuBois, 

[seal]  Secretary. 
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Order 

The  Commission  having  on  December  5, 1946,  issued 
a  notice  of  hearing  and  order  instituting  proceedings 
herein  pursuant  to  Section  11(b)(2)  of  the  Public 
Utility  Holding  Company  Act  of  1935  (“the  Act”), 
which  order  consolidated  the  proceedings  with  prior  pro¬ 
ceedings  instituted  pursuant  to  Section  11(b)(1)  of 
the  Act;  and  respondent,  Philadelphia  Company,  a  regis¬ 
tered  holding  company,  having  filed  its  answer  herein 
which,  in  addition  to  admitting  or  controverting  allega¬ 
tions  contained  in  the  Commission’s  order,  purports  to 
include  a  plan  pursuant  to  Section  11(e)  of  the  Act; 
and 
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Philadelphia  Company  having  made  certain  oral 
motions  to  the  trial  examiner  who  certified  to  the  Com¬ 
mission  the  following  questions: 


(1)  whether  the  trial  examiner  should  be  ordere 
to  render  an  advisory  report  in  these  proceedings; 


(2)  whether  a  60-day  adjournment  of  the  hearings 
should  be  granted  pursuant  to  the  request  of  Philadel¬ 
phia  Company; 


(3)  whether  the  hearings  on  the  consolidated  Sec¬ 
tion  11(b)(1)  and  Section  11(b)(2)  proceedings  should 
be  stayed  pending  consideration  and  disposition  of  the 
purported  Section  11(e)  plan  contained  in  Philadelphia 
Company’s  answer;  and 


(4)  whether  these  proceedings  should  be  dismissed 
upon  the  ground  that  a  prima  facie  case  had  not  been 
made  out  in  the  initial  presentation  of  evidence  by  the 
staff  of  the  Public  Utilities  Division;  and 


The  Commission  having  given  due  consideration  to 
said  questions  and  having  concluded  that  said  questions 
should  be  ruled  upon  as  hereinafter  set  forth  for  the 
reasons  contained  in  its  Memorandum  Opinion,  filed 
herein,  to  which  reference  is  hereby  made ; 

i 

It  Is  Ordered  that  decision  on  the  question  whether 
the  trial  examiner  should  be  ordered  to  render  an  advis¬ 
ory  report  in  these  proceedings  be  and  hereby  is  re¬ 
served  until  the  close  of  the  hearings,  at  which  time  the 
trial  examiner  is  directed  to  request  instructions  from 
the  Commission  as  to  the  procedure  to  be  followed; 

It  Is  Further  Ordered  that  the  request  for  an  ad¬ 
journment  be  denied  in  part  and  granted  to  the  extent 
that  after  the  close  of  the  present  presentation  of  evi¬ 
dence  the  trial  examiner  is  directed  to  adjourn  the  hear¬ 
ings  for  a  period  of  30  days; 
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It  Is  Further  Ordered  that  the  motion  for  a  stay 
of  the  consolidated  Section  11(b)  (1)  and  Section  11(b) 
(2)  proceedings  be  and  hereby  is  denied; 

It  Is  Further  Ordered  that  decision  on  the  motion 
to  dismiss  the  proceedings  be  reserved  until  the  conclu¬ 
sion  of  the  hearings  and  the  submission  of  the  case  to 
the  Commission. 


By 

[SEAL] 


the  Commission. 

Orval  L.  DuBois, 

Secretary. 


PETITION  AND  MOTION  OF  PHILADELPHIA 
COMPANY,  ET  AL.,  FOR  HEARINGS  ON 
SECTION  11(e)  PLAN; 

FOR  CONSOLIDATION  OF  HEARINGS  WITH 
HEARINGS  UNDER  SECTION  11(b); 

AND 

FOR  DEFERRING  ANY  SECTION  11(b) 
ORDER  UNTIL  DISPOSITION  OF  THE 
SECTION  11(e)  PLAN. 

[Filed  with  the  Commission  April  7,  1947 ; 

Transcript  pages  13550-13572] 

( Caption  and  Index  omitted ) 

PETITION 

The  petition  of  Philadelphia  Company,  Duquesne 
Light  Company,  Equitable  Gas  Company,  Pittsburgh 
and  West  Virginia  Gas  Company,  Kentucky  West  Vir¬ 
ginia  Gas  Company,  Allegheny  County  Steam  Heating 
Company,  Cheswick  and  Harmar  Railroad  Company, 
The  Consolidated  Gas  Company  of  the  City  of  Pitts¬ 
burgh,  Equitable  Auto  Company,  Equitable  Real  Estate 
Company,  Equitable  Sales  Company,  Finleyville  Oil  and 
Gas  Company,  and  Philadelphia  Oil  Company  (herein- 
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after  sometimes  collectively  called  Respondents),  re¬ 
spectfully  represents: 

1.  On  March  6,  1940,  the  Securities  and  Exchange 
Commission  (hereinafter  called  the  Commission)  insti¬ 
tuted  a  proceeding  under  Section  11(b)  ( 1 )  of  the  Public 
Utility  Holding  Company  Act  of  1935  (hereinafter 
called  the  Act )  at  File  No.  59-9  against  Standard  Powei* 
and  Light  Corporation,  Standard  Gas  and  Electric  Com¬ 
pany  (hereinafter  called  Standard  Gas),  the  Respond^ 
ents,  and  others,  which  matter  was  so  proceeded  with 
that  on  August  8,  1941  the  Commission  entered  an  orf 
der  directing  that  Standard  Gas  should  dispose  of  its 
holdings  in  all  its  subsidiaries  other  than  securities  of 
Philadelphia  Company  and  Public  Utility  Engineering 
and  Service  Corporation,  but  reserving  jurisdiction  to 
enter  other  and  further  orders  requiring  the  respond¬ 
ents  in  said  proceeding  to  take  such  action  as  may  be 
necessary  for  compliance  with  Section  11(b)(1)  of 
the  Act. 

2.  In  the  original  answers  in  the  proceeding  men* 
tioned  in  paragraph  1  of  this  petition,  it  was  (and  it 
still  is)  the  contention  of  Standard  Gas  and  of  the 
Respondents  that  the  operations  of  the  Philadelphia 
Company  system  are  confined  to  a  single  integrated 
public  utility  system  and  such  other  businesses  as  are 
reasonably  incidental  or  economically  necessary  or  ap¬ 
propriate  to  the  operations  of  such  integrated  public 
utility  system;  and  the  Commission,  at  all  times  since 
June,  1940,  has  known  and  has  been  fully  advised  of 
such  contention.  From  March  6,  1940  until  December, 
5,  1946  no  hearing  was  fixed  or  held  by  the  Commission 
with  reference  to  whether  or  not  the  holding  company 
system  of  Philadelphia  Company  complied  with  Section 
11(b)(1)  of  the  Act,  and  no  evidence  was  taken  on 
such  question,  the  only  hearing  which  took  place  and 
the  said  order  of  August  8,  1941  being  limited  to  the 


i 
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question  of  the  application  of  said  Section  11(b)(1) 
to  Standard  Gas. 

3.  Respondents  are  advised  that  since  August  8, 
1941  Standard  Gas  has  taken  and  is  now  taking  sub¬ 
stantial  steps,  with  the  knowledge  and  approval  of  the  , 
Commission,  to  comply  with  said  order  of  August  8, 
1941.  The  current  steps  being  taken,  and  the  program 
for  future  steps  to  be  taken,  by  Standard  Gas  are  as 
stated  in  a  letter  from  the  Chairman  of  the  Board  and 
President  of  Standard  Gas  to  its  stockholders,  dated 
March  7,  1947,  a  copy  of  said  letter  being  attached 
hereto,  marked  Exhibit  1,  and  made  a  part  hereof. 

4.  From  August  8, 1941  until  a  short  time  prior  to 
December  5,  1946,  it  was  the  understanding  and  belief 
of  the  Respondents  that  there  would  be  no  further  pro¬ 
ceedings  under  Section  11(b)(1)  of  the  Act  against 
Respondents  until  Standard  Gas  had  fully  complied 
with  the  Commission’s  order  of  August  8,  1941,  this 
understanding  and  belief  being  based  upon  conversa¬ 
tions  between  officers  of  the  Respondents  and  various 
members  of  the  staff  of  the  Commission,  who,  by  due 
and  regular  action  of  the  Commission,  were  at  the  time 
in  charge  of  the  enforcement  and  application  of  Section 
11(b)  of  the  Act  with  respect  to  the  Respondents. 

5.  On  December  5, 1946  the  Commission  instituted 
a  proceeding  under  Section  11(b)(2)  of  the  Act  at 
File  No.  59-88  against  the  Respondents  and  others,  and 
at  the  same  time  it  entered  an  order  consolidating  said 
Section  11(b)  ( 2 )  proceeding  with  the  proceeding  pre¬ 
viously  instituted  on  March  6, 1940  under  Section  11(b) 
(1)  of  the  Act,  hereinbefore  referred  to.  Respondents 
filed  an  answer  to  the  notices  and  orders  instituting 
said  Section  11(b)  (2)  proceeding,  in  which  Respond-! 
ents  admitted  (in  some  instances  with  qualifications) 
or  denied  the  averments  of  fact  contained  in  said  notices 
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and  orders,  denied  all  the  conclusions  of  law  of  said 
notices  and  orders,  and  set  forth  their  defenses  respect¬ 
ing  the  Section  11(b)  (1)  proceeding  and  the  Section 
11(b)(2)  proceeding.  | 

6.  For  some  years  prior  to  December  5,  1946, 
Philadelphia  Company  has  been  taking  steps  to  simplify 
the  corporate  structure  of  its  holding  company  system. 
Since  1920,  the  corporate  structure  of  the  Philadelphia 
Company  system  (excluding  Pittsburgh  Railways  sysr 
tern  companies)  has  been  reduced  from  51  to  13  com¬ 
panies,  and  during  the  same  period,  the  number  of 
companies  in  the  Pittsburgh  Railways  system  has  been 

reduced  from  127  to  55.  i 

i 

I 

Pittsburgh  Railways  Company  has  been  in  process 
of  reorganization  under  the  Bankruptcy  Act  since  May 
10,  1938,  and  the  Commission  has  appeared  and  partici¬ 
pated  actively  in  the  reorganization  proceeding  since 
shortly  after  its  inception.  The  reorganization  of  Pitts¬ 
burgh  Railways  Company  is  the  culmination  of  a  long 
and  extensive  effort  to  simplify  the  corporate  structure  j 
of  the  Pittsburgh  Railways  system,  and  any  undue  orj 
unnecessary  complexities  which  may  exist  by  reason 
of  the  corporate  structure  or  continued  existence  of  j 
Pittsburgh  Railways  Company  and  the  underliers  in  i 
the  Pittsburgh  Railways  system  will  be  eliminated  as  j 
a  result  of  such  proceedings. 

On  November  17,  1939,  Philadelphia  Company  filed  j 
a  declaration  with  the  Commission  at  File  No.  43-271,  j 
covering,  inter  alia,  a  recapitalization  of  Philadelphia 
Company.  Prior  to  the  hearing  on  said  declaration,  at  j 
the  instance  of  the  Commission,  Philadelphia  Company 
amended  its  said  declaration  so  as  to  provide  for  certain 
changes  in  the  voting  rights  of  the  stockholders  of 
Philadelphia  Company.  On  January  30,  1940,  pursuant 
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to  the  order  of  the  Commission,  said  amended  declara¬ 
tion  became  effective. 

In  recent  years  Philadelphia  Company  has  had 
under  consideration  certain  additional  steps  in  further¬ 
ance  of  its  program  for  the  simplification  of  its  holding 
company  system.  The  principal  additional  steps  contem¬ 
plated  a  simplification  of  the  corporate  structure  of  the 
gas  companies  in  the  Philadelphia  Company  system,  to 
be  initiated  when  certain  rate  proceedings  involving  the 
gas  companies  had  been  disposed  of  and  the  earning 
power  of  such  companies  had  been  more  clearly  estab¬ 
lished.  The  duly  qualified  representatives  of  the  Com¬ 
mission,  who  were  at  the  time  in  charge  of  the  enforce¬ 
ment  and  application  of  Section  11(b)  of  the  Act  with 
respect  to  the  Respondents,  were  duly  advised  of  such 
program  and  the  reason  for  deferring  the  initiation 
thereof,  and  they  never  gave  any  indication  of  disap¬ 
proval  thereof.  On  the  contrary,  until  shortly  before 
December  5,  1946,  it  was  at  all  times  the  belief  and 
understanding  of  Philadelphia  Company  that  said  rep¬ 
resentatives  of  the  Commission  concurred  in  and  ap¬ 
proved  of  said  program. 

7.  Until  shortly  before  December  5, 1946,  Respond¬ 
ents  had  no  knowledge,  hint  or  suggestion  that  the 
Commission  was  contemplating  a  Section  11(b)  ( 2 )  pro¬ 
ceeding  against  them.  Until  that  time,  in  view  of  the 
participation  of  the  Commission  in  the  reorganization 
proceedings  of  Pittsburgh  Railways  Company,  and  in 
view  of  the  acquiescence  of  the  Commission’s  represent¬ 
atives  in  the  view  expressed  by  Philadelphia  Company 
that  the  reorganization  of  the  gas  companies  in  its  sys¬ 
tem  should  not  be  undertaken  until  the  aforesaid  rate 
proceedings  had  been  disposed  of,  Respondents  believed, 
and  were  justified  in  believing,  that  no  further  steps 
were  required  to  be  taken  by  them  to  eliminate  any 
undue  or  unnecessary  complexities  which  might  be 
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deemed  to  exist  in  the  corporate  structure  of  the  holding 
company  system  of  Philadelphia  Company.  Likewise, 
in  view  of  the  action  taken  by  the  Commission  with 
reference  to  the  voting  rights  of  the  stockholders  of 
Philadelphia  Company  hereinbefore  mentioned,  Re¬ 
spondents  believed,  and  were  justified  in  believing,  that 
in  the  view  of  the  Commission,  there  was  no  unfair  or 
inequitable  distribution  of  voting  power  among  the 
security  holders  of  the  Philadelphia  Company  system. 

8.  In  the  answer  of  the  Respondents,  mentioned  in 
Paragraph  5  hereof,  the  Respondents  set  forth  the  vari¬ 
ous  steps  in  contemplation  in  furtherance  of  the  simpli¬ 
fication  program  mentioned  in  paragraph  6  hereof,  and 
in  said  answer  Respondents,  by  the  authority  of  their 
respective  Boards  of  Directors,  submitted  to  the  Com-] 
mission  said  steps  as  a  plan  under  Section  11(e)  of  the 
Act.  Reference  is  hereby  specifically  made  to  said  Plan1 
pursuant  to  Section  11(e)  of  the  Act,  and  a  true  and! 
correct  copy  of  said  Plan  is  hereto  attached  marked! 
Exhibit  2,  and  made  part  hereof. 

! 

9.  Under  the  Act  the  Commission  is  required  toi 
give  notice  of  and  an  opportunity  for  hearing  on  the; 
Respondents’  Section  11(e)  Plan,  and  also  to  consider 
and  determine  said  Plan,  before  the  entry  of  any  order  j 
under  Section  11(b)  of  the  Act.  Despite  the  fact  that 
said  Plan  was  submitted  to  and  filed  with  the  Commis-  j 
sion  on  February  10,  1947,  the  Commission  has  not  yet  j 
given  any  notice  to  anyone  of  the  submission  and  filing 
of  said  Plan,  or  fixed  a  date  or  given  any  opportunity  j 
for  hearing  thereon,  all  as  required  by  the  Act. 

: 

10.  Respondents  believe  that  it  would  be  conducive  j 
to  the  principles  of  orderly  administration  to  have  the 
hearings  on  said  Section  11(e)  Plan  consolidated  (for 
the  purpose  of  taking  evidence  only)  with  the  above 
mentioned  Section  11(b)  proceedings. 
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11.  This  petition  is  verified  (as  hereinafter  ap¬ 
pears),  and  therefore,  pursuant  to  Rule  V(i)  of  the 
Rules  of  Practice  of  the  Commission,  Respondents  here¬ 
by  offer  this  petition  in  evidence  in  support  of  the  mo¬ 
tion  hereto  attached. 

Wherefore,  Respondents  respectfully  request  that, 
on  the  basis  of  the  facts  stated  in  this  petition,  the  mo¬ 
tion  hereto  attached  should  be  granted.  And  Respond¬ 
ents  respectfully  demand  that  they  be  given  an  immedi¬ 
ate  opportunity  to  argue  orally  the  merits  of  the  at¬ 
tached  motion  before  the  full  Commission,  and  they  aver 
that  denial  of  oral  argument  is  a  denial  of  due  process 
of  law. 

Dated  April  4, 1947. 

(Signatures  and  verifications  omitted) 


Exhibit  1 

Standard  Gas  and  Electric  Company 
231  South  La  Salle  Street 
Chicago  4,  III. 


March  7,  1947 


To  the  Stockholders  of 
Standard  Gas  and  Electric  Company: 

So  that  you  may  be  informed  of  our  activities  in 
carrying  forward  the  program  for  the  solution  of  our 
Company’s  problems,  I  am  enclosing  a  copy  of  my  letter 
submitted  to  our  Board  of  Directors  at  its  last  meeting. 
The  Board  approved  my  recommendations  and  we  have 
already  started  to  carry  them  out. 
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Stone  &  Webster  Service  Corporation  and  J.  Samuel 
Hartt  have  since  been  engaged  as  the  independent  engi¬ 
neers  and  are  already  at  work  on  their  studies.  Arrange¬ 
ments  are  being  made  for  the  sale  of  our  holdings  bf 
the  common  stock  of  Mountain  States  Power  Company 
next  week  and  preparations  are  well  under  way  for  a 
current  registration  of  the  common  stock  of  The  Cali¬ 
fornia  Oregon  Power  Company  for  an  early  sale. 


As  matters  develop  further,  we  will  keep  you  in¬ 
formed. 

Very  truly  yours, 


Leo  T.  Crowley  i 
Chairman  of  the  Board 
and  President  i 


Standard  Gas  and  Electric  Company 
231  South  La  Salle  Street 
Chicago  4,  III. 


February  20,  1947 


To  the  Board  of  Directors  of 
Standard  Gas  and  Electric  Company 

Gentlemen : 

i 

I  submit  for  your  consideration  my  recommenda¬ 
tions  with  respect  to  the  action  to  be  taken  by  our 
Company  for  the  payment  of  its  debt  and  for  the  equi-j 
table  determination  of  the  interests  of  its  stockholders. 

When  we  concluded  that  our  recapitalization  plan, 
which  was  approved  by  the  Securities  and  Exchange 
Commission  and  the  courts,  had  become  unfair  because 
of  the  substantial  increase  in  the  market  value  of  se¬ 
curities  which  took  place  during  the  period  consumed 


i 
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by  the  litigation  with  respect  to  the  plan,  the  Commis¬ 
sion  permitted  us,  in  effect,  to  modify  the  plan  by  mak¬ 
ing  a  bank  loan  for  the  purpose  of  paying  off  our  notes 
and  debentures.  Although  considerable  delay  was  caused 
by  the  litigation,  and  while  we  have  experienced  some 
further  delay  since  the  plan  was  modified,  these  delays 
have  been  of  great  benefit  to  our  stockholders.  During 
this  period  numerous  additional  improvements  have 
been  made  in  the  capital  structure  of  our  subsidiary 
companies  and  their  earnings  have  increased  materially 
in  most  instances.  Market  values  have  also  risen  sub¬ 
stantially  over  this  period.  The  result  has  been  an  in¬ 
crease  of  millions  of  dollars  in  the  value  of  our  assets. 

When  we  arranged  for  the  bank  loan  we  made  some 
very  definite  commitments  to  the  Securities  and  Ex¬ 
change  Commission  with  respect  to  the  payment  of  the 
loan.  I  believe  that  we  must  do  everything  within  reason 
to  discharge  these  commitments.  Furthermore,  we  have 
been  mindful  that  no  real  progress  can  be  made  in  our 
efforts  to  give  our  stockholders  their  rightful  partici¬ 
pation  in  the  assets  of  the  Company  until  provision  has 
been  made  for  the  payment  of  our  debt.  To  this  end,  the 
Board  has  heretofore  authorized  the  preparation  of  the 
necessary  applications  and  registration  statements  to 
permit  the  sale  of  the  common  stock  of  The  California 
Oregon  Power  Company,  Oklahoma  Gas  and  Electric 
Company,  and  Mountain  States  Power  Company  at  such 
time  as  the  Board  might  direct,  and  the  registration 
statements  of  the  two  latter  companies  are  now  in 
effect.  These  companies,  as  well  as  some  of  the  other 
subsidiary  companies,  are  ready  for  sale.  I  believe,  there¬ 
fore,  that  we  should  proceed  to  sell  at  the  earliest  feasi¬ 
ble  date  such  of  our  assets  as  are  required  to  pay  the 
debt. 

I  also  strongly  favor  a  distribution  among  our  stock¬ 
holders  of  the  assets  which  are  not  required  for  the 
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satisfaction  of  our  debt.  As  you  know,  it  is  my  thought 
that  we  should  employ  independent  engineers,  and  such 
other  experts  as  may  be  required,  to  determine  the 
normal  earning  power  of  our  subsidiaries  and  to  assist 
us  in  arriving  at  a  fair  basis  for  such  a  distribution^ 

I  have  already  arranged  for  the  compilation  of  consid¬ 
erable  preliminary  data  pertinent  to  the  past,  present 
and  future  operations  of  each  of  our  subsidiary  com¬ 
panies,  which  will  be  available  to  such  independent  ex¬ 
perts  as  we  may  employ  and  which  should  be  useful  in 
expediting  their  work. 

i 

Such  a  distribution  to  our  stockholders  would  avoid 
the  problem  of  market  fluctuations  and  would  place  the 
remaining  assets  in  their  hands  so  that  each  of  them 
may  decide  what  market  risks  he  wishes  to  assume.  It 
would  also  eliminate  the  existing  inequitable  distribu¬ 
tion  of  voting  power  among  our  stockholders.  When  the 
distribution  of  the  remaining  assets  has  been  completed,  I 
Standard  will  have  done  everything  within  its  power 
to  enable  its  stockholders  to  realize  the  full  value  of  i 
their  holdings ;  it  will  have  complied  with  the  Holding  j 
Company  Act;  it  will  own  no  property;  and  it  should, 
therefore,  be  dissolved.  | 

I  am  convinced  that  any  further  delay  in  carrying 
forward  our  program  will  only  tend  to  add  complica-  j 
tions.  Furthermore,  our  stockholders  have  not  received  j 
any  dividends  for  many  years  and  it  is  incumbent  upon 
us  to  put  them  in  a  position  to  receive  the  earnings  to 
which  they  are  entitled  at  the  earliest  possible  date.  j 

I,  therefore,  recommend  for  your  earnest  consid¬ 
eration  the  following  program:  j 

1.  That  the  Company’s  debt  of  $39,162,261.11  be 
paid  off  at  the  earliest  feasible  date  and  that  such  of  j 
the  Company’s  holdings  as  are  required  for  that  purpose  j 
be  sold. 
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2.  That  the  remaining  assets,  including  the  stock 
of  Philadelphia  Company,  be  distributed  among  the 
Company’s  stockholders  upon  a  fair  and  equitable  basis. 

3.  That  the  Company  immediately  employ  inde¬ 
pendent  engineers,  and  such  other  experts  as  may  be 
necessary,  to  make  a  study  of  the  reasonably  foresee¬ 
able  earning  power  of  the  subsidiary  companies,  and  to 
aid  the  Board  in  establishing  a  basis  for  the  distribu¬ 
tion  of  assets  among  our  stockholders. 

4.  That  application  be  made  to  the  Securities  and 
Exchange  Commission  at  the  earliest  possible  date  for 
such  approval  of  the  Commission  as  may  be  required  in 
connection  with  the  foregoing  program. 

Respectfully  submitted, 

Leo  T.  Crowley 
Chairman  of  the  Board 
and  President 


Exhibit  2 

( Exhibit  2  is  here  omitted  to  avoid  duplication, 
said  exhibit  being  the  same  as  the  Plan  of  Philadel¬ 
phia  Company,  et  al.,  pursuant  to  Section  11(e)  of 
the  Public  Utility  Holding  Company  Act  of  1935 
printed  at  pages  152a  through  160a  of  this  Joint 
Appendix. ) 

MOTION 

(Caption  omitted) 

Now,  April  4,  1947,  Philadelphia  Company,  Du- 
quesne  Light  Company,  Equitable  Gas  Company,  Pitts¬ 
burgh  and  West  Virginia  Gas  Company,  Kentucky  West 
Virginia  Gas  Company,  Allegheny  County  Steam  Heat¬ 
ing  Company,  Cheswick  and  Harmar  Railroad  Company, 
The  Consolidated  Gas  Company  of  the  City  of  Pitts¬ 
burgh,  Equitable  Auto  Company,  Equitable  Real  Estate 
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Company,  Equitable  Sales  Company,  Finleyville  Oil  and 
Gas  Company,  and  Philadelphia  Oil  Company  (herein¬ 
after  sometimes  collectively  called  Respondents ) ,  moye 
the  Securities  and  Exchange  Commission : 

1.  To  fix  a  time  for  hearing  on  the  Section 
11(e)  Plan  mentioned  in  the  foregoing  petition,  to 
give  due  notice  of  the  submission  and  filing  of  said 
Plan,  and  to  give  an  opportunity  to  all  parties  m 
interest  for  hearing  on  said  Plan. 

2.  Upon  the  granting  of  the  immediately  pre¬ 
ceding  motion,  to  consolidate  the  hearings  on  said 
Section  11(e)  Plan  with  the  hearings  presently 
being  held  in  the  Section  11(b)  proceedings  men¬ 
tioned  in  the  foregoing  petition,  such  consolidation 
to  be  only  for  the  purpose  of  taking  evidence. 

3.  To  defer  the  entry  of  any  order  under 
Section  11(b)  of  the  Act  until  after  notice  of  and 
opportunity  for  hearing  on  said  Section  11(e)  Plan 
and  until  after  consideration  and  determination  of 
said  Section  11(e)  Plan. 

Respondents  respectfully  request  that  they  be  given 
an  immediate  opportunity  to  argue  orally  the  merits  of 
the  foregoing  motions  before  the  full  Commission. 

(Signatures  omitted) 


i 
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MEMORANDUM  OPINION  AND  ORDER  OF  THE 
COMMISSION  OF  MAY  6,  1947 

[Transcript  pages  13618-13624] 

( Caption,  headnote  and  appearances  omitted ) 

By  order  dated  December  5,  1946, 1  we  instituted 
these  proceedings  pursuant  to  Section  11(b)(2)  of  the 
Public  Utility  Holding  Company  Act  of  1935  (“the 
Act” ) .  Our  order  also  consolidated  the  proceedings  with 
prior  proceedings  instituted  pursuant  to  Section  11(b) 

( 1 )  of  the  Act.  Hearings  are  in  progress  and  have  been 
recessed  until  May  12,  1947. 

Philadelphia  Company  and  certain  of  its  subsidiary 
companies2  (“respondents”)  have  filed  two  motions. 
The  first  motion  requests  that  we  strike  the  appear¬ 
ances  of  and  evidence  introduced  by  certain  persons  who 
appeared  at  the  hearings.3  The  second  motion  requests 
relief  with  respect  to  a  purported  plan  under  Section  11 
( e )  of  the  Act,  contained  in  respondents’  answer  filed  in 
these  proceedings.  Respondents  have  submitted  briefs  in 
support  of  both  their  motions,  and  answering  briefs  in 
opposition  to  the  first  motion  were  filed  by  some  of  the 


folding  Company  Act  Release  No.  7025. 

^he  subsidiary  companies  referred  to  are  Duquesne 
Light  Company,  Equitable  Gas  Company,  Pittsburgh  and 
West  Virginia  Gas  Company,  Kentucky  West  Virginia  Gas 
Company,  Allegheny  County  Steam  Heating  Company,  Ches- 
wick  and  Harmar  Railroad  Company,  The  Consolidated  Gas 
Company  of  the  City  of  Pittsburgh,  Equitable  Auto  Company, 
Equitable  Real  Estate  Company,  Equitable  Sales  Company, 
Finleyville  Oil  and  Gas  Company,  and  Philadelphia  Oil  Com¬ 
pany. 

3This  motion  was  initially  made  to  the  trial  examiner  with 
reference  to  certain  of  the  persons  appearing.  The  examiner 
denied  the  motion  and  certified  the  question  to  us  for  consider¬ 
ation,  after  the  respondents  excepted  to  his  ruling. 
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persons  to  whom  the  motion  is  directed.  The  Public 
Utilities  Division  has  filed  briefs  with  respect  to  both 
motions. 

We  shall  consider  each  of  the  motions  in  turn. 

1.  Motion  to  Strike  Appearances  and  Evidence 

Respondents  move  to  strike  from  the  record  the 
appearances  made  in  these  proceedings  by  Monongahela 
Street  Railway  Company  ( “Monongahela” ) ;  Pittsburgh 
and  Birmingham  Traction  Company  ( “Birmingham’^ ) ; 
the  Suburban  Rapid  Transit  Street  Railway  Company 
(“Suburban”);  Jules  Guggenheim,  et  al.;  Christian  A. 
Johnson  and  Kent  Cochran;  and  Robert  M.  Saville,  Alda 
Strode  and  Clara  E.  DeClerque;  and  also  to  strike  evi¬ 
dence  introduced  at  the  hearings  by  Monongahela,  Bir¬ 
mingham  and  Suburban.  As  grounds  for  this  motion,  re¬ 
spondents  assert  that  the  persons  named  have  not  com¬ 
plied  with  the  terms  of  our  order  of  December  5,  1946, 
instituting  these  proceedings.  That  order  provided  that 
any  person  desiring  to  be  heard  shall  file  an  application 
complying  with  Rule  XVII  of  our  Rules  of  Practice4  a|nd 
stating  the  applicant’s  interest,  his  reasons  for  request¬ 
ing  to  be  heard  and  the  allegations  and  issues  set  forth 
in  the  order  which  he  proposes  to  controvert,  together 
with  a  statement  of  any  additional  issues  he  proposes 
to  raise  in  the  proceedings.  Respondents  have  also  moved 
that  the  above  named  persons  be  denied  the  privilege  of 
being  heard  until  they  have  complied  with  our  order  of 
December  5,  1946.  j 

Monongahela  and  Birmingham,  parties  to  certain 
leases  guaranteed  by  the  Philadelphia  Company,  filed 


4Rule  XVII  (b)  of  our  Rules  of  Practice  provides  in  perti¬ 
nent  part :  “Requests  for  leave  to  be  heard  .  .  .  shall  set  forth 
the  nature  and  extent  of  the  applicant’s  interest  in  the  pro¬ 
ceeding,  .  .  .” 
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applications  for  leave  to  be  heard,  and  the  trial  exami¬ 
ner,  exercising  the  discretion  in  such  matters  given  to 
him  by  Rule  XVH  of  our  Rules  of  Practice,  granted  their 
requests.  In  the  course  of  the  hearings,  both  companies 
stated  on  the  record  that  they  did  not  have  sufficient 
knowledge  either  to  controvert  any  allegations  set  forth 
in  the  order  instituting  the  proceedings  or  to  raise  any 
additional  issues,  and,  consequently  at  the  present  stage 
of  the  proceedings  did  not  propose  to  deny  any  allega¬ 
tions  or  raise  any  new  issues.  Both  companies  have  also 
introduced  certain  documentary  evidence. 

Respondents  contend  that  Monongahela  and  Bir¬ 
mingham,  in  failing  to  state  the  allegations  which  they 
propose  to  controvert  and  any  new  issues  which  they 
propose  to  raise,  have  not  complied  with  the  provision  in 
our  order  of  December  5,  1946.  Respondents  assert  that 
they  are  entitled  to  timely  warning  as  to  the  persons 
from  whom  opposition  can  be  expected,  timely  notice  of 
new  issues  which  any  interested  person  might  care  to 
raise,  and  a  fair  and  orderly  hearing  upon  such  issues 
with  a  minimum  of  surprise. 

The  provision  in  our  order  that  applicants  for  leave 
to  be  heard  shall  state  their  position  was  intended  to 
provide  for  the  joinder  of  issues  as  soon  as  possible, 
thereby  facilitating  an  orderly  and  expeditious  trial  of 
the  issues  in  the  proceedings.  However,  while  such  pro¬ 
vision  is  intended  to  simplify  and  expedite  the  proceed¬ 
ing  to  the  fullest  extent  practicable,  it  does  not  contem¬ 
plate  or  require  the  impossible.  We  appreciate  that,  in 
some  instances,  interested  persons,  either  because  they 
lack  sufficient  information  or  for  some  other  valid 
reason,  may  be  unable  to  present  such  statement  at  the 
outset  of  the  proceedings.  Particularly  is  this  true  in 
proceedings  of  this  type  where  complex  factual  and  legal 
issues  are  presented.  Under  such  circumstances,  we 
think  it  proper  that  interested  persons  should  be  per- 
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mitted  to  defer  taking  an  affirmative  position  until  the 
evidence  has  been  developed  to  the  point  where  the  effect 
on  their  interests  has  become  evident.  It  is  only  at  that 
time  that  they  may  actually  be  in  a  position  to  state 
what  allegations,  if  any,  they  wish  to  controvert  or  what 
additional  issues,  if  any,  they  wish  to  raise.  It  may  well 
be  that  at  that  time  they  will  decide  to  do  neither.  On 
the  other  hand,  if  at  any  stage  of  the  proceedings  the 
respondents  are  “surprised”  by  the  controverting  of 
allegations  in  the  order  or  the  injection  of  new  issues, 
they  will,  of  course,  have  the  right  to  request,  and  upon 
a  proper  showing  will  be  afforded,  a  reasonable  oppor¬ 
tunity  to  meet  such  questions. 

As  we  have  already  pointed  out,  Monongahela  and 
Birmingham  have  stated  that  they  do  not  now  have 
sufficient  information  either  to  deny  allegations  or  to 
raise  additional  issues.  We  do  not  believe  they  have  been 
captious  in  this  respect  and  we  find  that  their  statement 
constitutes  compliance,  to  the  extent  practicable  at  this 
time,  with  our  order  of  December  5,  1946.  Accordingly, 
respondents’  motion  to  strike  the  appearances  of  and 
evidence  introduced  by  these  companies  is  denied. 

i 

Suburban,  also  a  party  to  a  lease  which  the  Phila¬ 
delphia  Company  has  guaranteed,  filed  an  application 
for  leave  to  be  heard,  which  was  granted  by  the  trial 
examiner,  and  has  introduced  certain  documentary  evi¬ 
dence.  Suburban,  whose  interests  appear  to  be  similar 
to  those  of  Monongahela  and  Birmingham,  made  ho 
statement  either  in  its  original  applications  or  on  the 
record  of  its  position  with  reference  to  the  issues  in 
these  proceedings.  However,  Suburban  on  May  2,  1947, 
filed  a  supplemental  statement  to  its  application,  advis¬ 
ing  that  its  position  is  identical  with  that  of  Monon¬ 
gahela  and  Birmingham.  For  the  reasons  we  have  pre¬ 
viously  set  forth,  we  find  that  Suburban  has  complied, 
to  the  extent  practicable  that  of  Monongahela  and  Birin- 
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ingham.  For  the  reasons  we  have  previously  set  forth, 
we  find  that  Suburban  has  complied,  to  the  extent  prac¬ 
ticable  at  this  time,  with  our  order  of  December  5,  1946. 
Accordingly,  respondents’  motion  to  strike  the  appear¬ 
ance  of  and  evidence  introduced  by  Suburban  is  denied. 

Kent  Cochran  and  Christian  A.  Johnson,  owners  of 
$4  Preferred  Stock  of  Standard  Gas  and  Electric  Com¬ 
pany  and  directors  of  that  company  on  behalf  of  the  $4 
Preferred  Stock,  have  filed  an  application  for  leave  to 
be  heard,  which  was  granted  by  the  trial  examiner.  They 
have  made  no  statement  in  the  record  or  in  their  appli¬ 
cation  of  their  position  as  to  the  issues  raised  in  these 
proceedings.  However,  in  their  briefs  opposing  respond¬ 
ents’  motion,  they  have  stated  that  they  are  minority 
members  of  Standard’s  board  of  directors  and  have  not 
been  kept  fully  advised  of  Standard’s  position  in  these 
proceedings  and  that  at  the  present  time  they  are  not 
able  to  deny  any  allegations  or  raise  any  additional 
issues.  For  the  reasons  we  have  previously  set  forth,  we 
find  that  the  statement  contained  in  the  brief  constitutes 
an  adequate  statement  of  interest  and  position  and  com¬ 
plies  with  our  order  of  December  5,  1946.  Accordingly, 
respondents’  motion  as  to  Cochran  and  Johnson  is 
denied. 

Jules  Guggenheim,  et  al.,  a  group  of  public  security 
holders,  have  filed  no  application  for  leave  to  be  heard. 
While  this  group  has  not  stated  whether  or  not  they 
propose  to  deny  any  allegations  in  the  order  for  hearing, 
they  have  filed  a  document  designated  as  an  “answer,” 
which  raises  additional  issues  and  which  does  state  the 
nature  of  their  interest  in  the  proceedings.  We  shall 
treat  this  group’s  “answer”  as  an  application  for  leave 
to  be  heard.  However,  to  clarify  its  position,  the  group 
should  state  its  views  on  the  allegations  set  forth  in  the 
order  for  hearing.  Accordingly,  respondents’  motion  is 
granted,  unless  the  group,  either  in  writing  or  on  the 
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record  within  5  days  after  the  hearing-  in  these  proceed¬ 
ings  shall  be  reconvened,  makes  a  statement  with  re¬ 
spect  to  existing  issues  or  else  presents  adequate  reasons 
for  its  inability  to  do  so  at  that  time. 

Counsel  for  Robert  M.  Saville,  Alda  Strode  and 
Clara  E.  DeClerque,  public  security  holders,  stated!  on 
the  record  that  he  proposed  to  file  an  application  If  or 
leave  to  be  heard  on  their  behalf  at  a  later  time.  Subse¬ 
quently,  he  filed  such  application  on  behalf  of  a  ‘"Protec¬ 
tive  Committee  of  Public  Holders  of  No  Par  Value  Cor 
mon  Stock  of  Philadelphia  Company”  which  represents, 
among  others,  the  above  mentioned  three  persons.  Ex¬ 
amination  of  the  Committee’s  application  reveals  com¬ 
pliance  with  Rule  XVH  and  the  requirements  of  bur 
order  of  December  5,  1946.  Since  it  appears  that  the 
position  of  the  Committee  reflects  the  views  of  Saville, 
Strode  and  DeClerque,  respondents’  motion  as  to  these 
persons  is  denied. 

2.  Motion  for  Relief  with  Respect  to  Purported  Section 

11(e)  Plan 

The  order  instituting  these  proceedings  required 
each  respondent  to  file  an  answer,  which  might  include 
a  statement  as  to  the  steps  any  respondent  was  pre¬ 
pared  to  take  to  comply  with  Section  11(b)  of  the  4 ct. 
Respondents,  in  their  answer,  in  addition  to  admitting 
or  controverting  allegations  contained  in  the  order  for 
hearing,  set  forth  what  purports  to  be  a  plan  pursuant 
to  Section  11(e)  of  the  Act. 

i 

At  the  initial  hearing  in  these  proceedings,  respond¬ 
ents  moved  to  stay  the  Section  11(b)  proceedings  pend¬ 
ing  consideration  and  disposition  of  its  purported  Sec¬ 
tion  11(e)  plan.  On  February  28,  1947,  in  a  memoran¬ 
dum  opinion  we  denied  this  motion,  stating : 
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“. . .  without  now  deciding  whether  what  is  contained 
in  Philadelphia’s  answer  can  be  properly  regarded 
as  a  plan  filed  under  Section  11(e)  of  the  Act,  it  is 
appropriate  that  the  issues  raised  by  such  answer 
be  considered  in  these  consolidated  proceedings.”5 6 

Respondents  now  move  that  the  purported  plan  be  set 
down  for  hearing  after  notice  to  all  interested  persons, 
that  such  hearing  be  consolidated  with  the  hearings 
presently  being  held  in  the  Section  11(b)  proceedings, 
and  that  the  entry  of  any  order  under  Section  11(b)  of 
the  Act  be  deferred  until  after  consideration  and  determi¬ 
nation  of  the  purported  plan. 

Counsel  for  the  Public  Utilities  Division  contends 
that  the  purported  plan  should  not  be  set  down  for  hear¬ 
ing  because,  it  is  asserted,  it  is  incomplete,  inadequate 
and  in  its  present  form  could  not  be  approved  or  effec¬ 
tuated.6  Counsel  for  the  Division  maintains  that  to  the 
extent  that  the  purported  plan  represents  a  statement 
of  position  by  the  respondents  as  to  their  method  of 
meeting  certain  of  the  issues  raised  in  the  Section  11 
(b)  proceedings,  we  can  consider  such  statement  under 
the  terms  of  the  order  instituting  these  proceedings. 

5 Philadelphia  Company,  .  S.E.C . .  Holding 

Company  Act  Release  No.  7239,  p.  3. 

6The  Division  points  out  that  the  purported  plan  cannot 
be  properly  regarded  as  a  plan  under  Section  11(e)  of  the 
Act  because,  inter  alia,  the  plan  as  submitted  is  at  most  a 
statement  of  position  by  the  Philadelphia  Company  that  it  can 
retain  under  its  control  electric,  gas,  transportation  and  other 
operations  and  a  statement  of  its  intention  to  eliminate  cer¬ 
tain  companies  from  its  system,  without  indicating  what  me¬ 
chanics  are  to  be  employed  or  the  time  within  which  such 
proposals  are  to  be  effectuated,  and  further  because  the  pur¬ 
ported  plan  makes  no  proposals  as  to  the  disposition  or  treat¬ 
ment  of  the  interests  of  security  holders  of  the  various  com¬ 
panies  in  the  system. 
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We  do  not  believe  that  it  is  necessary  at  this  time 
to  determine  whether  what  is  contained  in  respondents' 
answer  can  be  properly  regarded  as  a  plan  under  Section 
11(e)  of  the  Act.  Any  Section  11(e)  plan,  in  order  to 
qualify  for  approval  by  the  Commission,  must  be  found 
necessary  to  effectuate  the  provisions  of  Section  11(b) 
of  the  Act.  Consideration  of  the  issues  raised  by  a  Sec¬ 
tion  11(e)  plan  clearly  involves,  therefore,  questions  of 
fact  and  law  similar  to  those  involved  in  Section  11(b) 
proceedings.  Accordingly,  we  believe  it  appropriate  and 
in  the  interest  of  orderly  administration  and  expedition 
to  treat  the  issues  raised  by  the  purported  Section  11 
(e)  plan — including  the  issue  of  whether  it  is  in  fact 
a  Section  11(e)  plan — as  part  of  these  proceedings  and 
to  the  extent  that  additional  formal  consolidation  j  is 
necessary,  it  is  hereby  ordered. 

With  respect  to  the  necessity  for  additional  notice, 
it  is  our  understanding  that  security  holders  of  respond¬ 
ents  have  already  been  furnished  with  copies  of  re¬ 
spondents’  answer,  which  contains  the  purported  plan 
and  which,  in  itself,  would  put  such  persons  on  notice 
that  the  purported  plan  had  been  filed  in  the  Section  11 
( b )  proceedings  and  that  it  raised  certain  issues  there¬ 
in.  Under  the  circumstances,  we  think  the  only  addi¬ 
tional  notice  necessary  will  be  given  if  this  opinion  is 
published  and  served  in  the  same  manner  as  the  notice 
of  and  order  for  hearing  herein  and  we  so  order.  We 
see  no  reason  why  the  consolidated  proceedings  should 
not  be  resumed  on  May  12,  1947 — the  date  schedule^ — 
since,  at  that  time  or  thereafter  in  the  hearings,  persons 
who  have  not  theretofore  appeared  will,  on  a  proper 
showing,  have  an  opportunity  to  explore  all  issues  in 

the  proceedings.  j 

i 

As  to  respondents’  request  that  entry  of  an  order 
In  the  Section  11(b)  proceedings  be  deferred  until  after 
consideration  and  determination  of  the  purported  Sec- 
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tion  11(e)  plan,  we  think  such  request  is  premature  and 
need  not  be  passed  on  at  this  time.  Accordingly,  we  are 
reserving  our  ruling  on  such  request  until  the  conclusion 
of  the  consolidated  hearings  and  at  that  time  will  dis¬ 
pose  of  this  part  of  the  motion  in  connection  with  our 
consideration  of  the  entire  proceedings. 

Respondents  have  requested  oral  argument  with  re¬ 
spect  to  both  of  their  motions.  Since  the  issues  raised 
were  fully  explored  in  the  briefs  and  since  it  does  not 
appear  that  oral  argument  would  be  of  any  additional 
aid  in  the  disposition  of  the  motions,  such  request  is 
denied. 

It  Is  Therefore  Ordered  that  respondents’  motions 
are  granted  to  the  extent  provided  for  in  the  foregoing 
and  in  all  other  respects  denied. 

By  the  Commission  (Chairman  Caffrey  and  Com¬ 
missioners  McEntire,  Hanrahan  and  McDonald),  Com¬ 
missioner  McConnaughey  being  absent  and  not  partici¬ 
pating. 

Orval  L.  DuBois, 

Secretary. 
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BEFORE  THE 


Securities  anb  exchange  Commission 


In  the  Matter 


Philadelphia  Company  and  Certain 
of  Its  Subsidiary  Companies 


File  No.  59-88. 


Standard  Power  and  Light 
Corporation 


Standard  Gas  and  Electric  Company. 


Standard  Power  and  Light  Corpora¬ 
tion,  Standard  Gas  and  Electric 
Company  and  Subsidiary  Companies 
Thereof. 


File  No.  59-9. 


Hearing  Rooms  A  and  B, 

Securities  and  Exchange  Commission  Bldg., 
Philadelphia,  Pennsylvania, 

Tuesday,  February  25,  1947. 

Met,  pursuant  to  notice,  at  10  o  ’clock  a.  m. 


Before : 


Richard  Townsend,  Trial  Examiner. 
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Appearances : 

Paul  S.  Davis  and  Howard  S.  Guttmann,  on  behalf  of 
the  Securities  and  Exchange  Commission. 

H.  Eastman  Hackney  and  Robert  J.  Dodds,  Jr.,  of 
Reed,  Smith,  Shaw  &  McClay,  747  Union  Trust 
Bldg.,  Pittsburgh,  Pa.; 

Howard  M.  Swartz  and  Philip  A.  Fleger,  435  6th 
Avenue,  Pittsburgh,  Pa.;  and 

A.  Louis  Flynn  and  Helmer  Hansen,  231  South 
LaSalle  Street,  Chicago,  Ill.,  on  behalf  of  Phila¬ 
delphia  Company,  et  al.,  Respondents. 

[3]  A.  Louis  Flynn,  231  South  LaSalle  Street, 
Chicago,  Ill.,  by  Helmer  Hansen  and  J.  B.  Lynch, 
on  behalf  of  Standard  Gas  and  Electric  Company. 

Seibert  &  Riggs  by  Murray  Taylor  and  William  Todd, 
30  Broad  Street,  New  York,  N.  Y.,  on  behalf  of 
Standard  Power  &  Light  Corporation. 

William  S.  Moorhead  and  George  E.  Flinn,  of  Moor¬ 
head  &  Knox,  Oliver  Building,  Pittsburgh,  Pa.,  on 
behalf  of  Monongahela  Street  Railway  Company 
and  Pittsburgh  &  Birmingham  Traction  Company. 

Richard  W.  Ahlers,  1310  Commonwealth  Building, 
Pittsburgh,  Pa.,  on  behalf  of  Suburban  Rapid 
Transit  Street  Railway  Company. 

Maurice  J.  Dix,  29  West  64th  Street,  New  York,  N.  Y., 
on  behalf  of  Jules  Guggenheim,  et  al. 

Alfred  Berman  and  J.  Howard  Rossbach,  of  Guggen- 
heimer  &  Untermyer,  30  Pine  Street,  New  York, 
N.  Y.,  on  behalf  of  Christian  A.  Johnson  and  Kent 
Cochran,  preferred  stockholders  of  Standard  Gas 
and  Electric  Company. 
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Nathaniel  K.  Beck,  401  County  Office  Bldg.,  Pitts¬ 
burgh,  Pa.,  County  Solicitor,  County  of  Allegheny. 

John  M.  Makshall,  313  City  and  County  Building, 
Pittsburgh,  Pa.,  on  behalf  of  Anne  X.  Alpetn, 
Pittsburgh  City  Solicitor. 

i 

[4]  PROCEEDINGS.  j 

I 

Tine  Examiner:  The  hearing  in  the  matter  of  Philadel¬ 
phia  Company  and  its  subsidiary  companies,  Standard 
Power  and  Light  and  Standard  Gas  and  Electric  Company, 
Docket  No.  59-88,  and  Standard  Power  and  Light  and 
Standard  Gas  and  Electric,  and  subsidiary  companies, 
Docket  59-9,  ordered  by  the  Commission  to  be  held  this 
morning  is  now  open. 

[Here  follow  formal  entry  of  appearances  by  parties 
and  by  other  persons  desiring  to  be  heard,  opening  state¬ 
ments  by  counsel  for  the  Commission  and  for  Philadelphia 
Company,  and  a  discussion  concerning  the  pre-trial  con¬ 
ference.] 

[21]  The  Examiner:  All  right,  Mr.  Hackney,  suppose 
you  make  your  motion. 

i 

Mr.  Hackney:  If  the  Examiner  please,  before  I  make  the 
motion  in  question  I  should  like  the  record  to  show  that  we 
have  in  our  answer  controverted  the  issues  raised  by  tl^e 
Commission  and  that  if  the  answer  hasn’t  done  that  we  do 
now  controvert  all  of  the  issues  raised  in  the  Commission^ 
notices  and  orders  in  this  case. 

As  the  next  matter,  I  understand  the  Commission  is 
about  to  proceed  with  its  case  under  the  notices  and  orders 
here  in  question. 

That  is  the  fact,  is  it  not,  Mr.  Davis? 

j 

Mr.  Davis:  Yes.  We  are  prepared  to  go  ahead. 
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Mr.  Hackney:  That  being  the  case,  I  move  that  the  pro¬ 
ceedings  now  before  the  Examiner  be  stayed  until  after 
the  consideration  and  disposition  of  our  11(e)  plan  which 
has  been  proposed  and  which  is  set  forth  in  the  Philadelphia 
Company’s  answer  filed  in  this  case. 

[22]  Mr.  Davis:  Well,  do  you  take  the  position  that  the 
evidence  which  we  have  proposed  to  put  in,  as  to  which  you 
have  been  advised  of  the  general  nature,  is  irrelevant  and 
objectionable  at  this  time? 

Mr.  Hackney:  I  take  the  position  that  the  Commission 
should  not  proceed  with  this  11(b)  (1)  or  11(b)  (2)  proceed¬ 
ings  until  after  there  has  been  consideration  and  disposi¬ 
tion  of  the  11(e)  plan. 

The  Examiner:  Do  you  object  to  any  informal  testi¬ 
mony? 

Mr.  Hackney:  Any  testimony  at  all. 

Mr.  Davis:  Do  you  have  any  objection  to  going  ahead 
with  the  evidence  while  that  question  is  considered  by  the 
Commission  ? 

Mr.  Hackney:  Well,  I  understood  the  Examiner  would 
rule  upon  that  motion. 

The  Examiner:  No.  I  will  transmit  it  to  the  Commis¬ 
sion.  In  the  meantime,  without  prejudice,  would  you  con¬ 
sent  to  the  going  forward  with  Mr.  Davis? 

Mr.  Hackney:  I  would,  with  the  understanding  that  it  is 
without  prejudice  and  it  is  all  subject  to  our  motion. 

The  Examiner:  Is  that  agreeable,  Mr.  Davis? 

Mr.  Davis:  Well,  I  am  not  entirely  clear  exactly  what 
the  nature  and  the  reasons  of  the  motion  are,  but  I  assume 
that  on  the  basis  of  counsel’s  last  statement  it  is  appro¬ 
priate  for  us  to  put  in  the  evidence  at  this  time. 

[23]  The  Examiner:  In  other  words,  as  I  take  it,  Mr. 
Hackney  has  objected  to  the  taking  of  any  testimony, 
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adducing  any  testimony  in  respect  of  the  11(b)(1)  and  tjhe 
11(b)(2)  order,  but  he  is  agreeable,  without  prejudice,  to 
your  going  ahead  and  putting  the  testimony  in  pending  the 
decision  of  the  Commission. 

! 

Mr.  Hackney:  That  is  correct. 

! 

[Here  follows  discussion  between  counsel  and  the 

Examiner  as  to  the  reasons  for  and  against  the  motion.]  i 

i 

[25]  The  Examiner:  The  motion,  Mr.  Hackney,  has 
been  transmitted  to  the  secretary  of  the  Commission  and 
he  will  call  it  [26]  to  the  attention  of  the  whole  Commission 
just  as  soon  as  possible. 

Mr.  Hackney:  Very  good. 

j 

The  Examiner:  We  wfill  proceed,  then,  Mr.  Davis. 

Mr.  Davis:  Mr.  Guttmann  will  proceed  with  our  presen¬ 
tation  at  this  time. 

Mr.  Guttmann:  At  this  time,  Mr.  Examiner,  I  offer  in 
evidence  as  Commission’s  Exhibit  No.  1,  the  original  notibe 
and  order  for  hearing  herein,  dated  December  5, 1946,  which 
is  filed  in  the  record  of  action  Docket  File  No.  59-88,  59-9. 

Mr.  Hackney:  What  is  the  purpose  of  the  offer,  Mr. 
Guttmann  ? 

Mr.  Guttmann:  It  is  the  order  upon  which  these  pro¬ 
ceedings  are  being  held. 

Mr.  Hackney:  If  it  is  merely  offered  for  the  purpose  of 
showing  that  a  proceeding  was  instituted,  there  is  no  objec¬ 
tion.  If  it  is  offered  for  any  other  purpose,  there  will  be 
an  objection. 

The  Examiner:  You  don’t  object  to  the  allegations  in 
the  notice  and  order  for  hearing  which  have  not  been  denied, 
do  you?  j 


! 
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Mr.  Hackney:  I  understand  that  conies  later  on,  the  * 
admissions  and  denials,  but  this  is  an  offer  of  this  pleading 
and  if  it  is  merely  offered  to  show  that  a  proceeding  has 
been  instituted  or  that  this  proceeding  has  been  instituted, 
there  is  no  objection.  i 

[27]  Mr.  Guttmann:  That  is  the  purpose.  * 

» 

The  Examiner:  All  right.  The  order  of  the  Commission 
will  come  in  as  Commission’s  1. 

[The  portion  of  the  Transcript  here  omitted  deals  with 
the  publication  in  the  Federal  Register  of  the  notice  and 
order  instituting  the  proceeding,  and  the  issuance  of  the 
notice  and  order  as  Holding  Company  Act  Release  No.  7025 ; 
it  deals  also  with  the  petition  of  Philadelphia  Company, 
et  al.,  for  an  extension  of  time  for  answering  and  for  post¬ 
ponement  of  the  date  for  hearing,  the  ruling  of  the  Com-  ^ 
mission  thereon,  and  the  publication  in  the  Federal  Register 
and  the  issuance  as  Release  No.  7117  of  the  Commission’s 
said  ruling.] 

[29]  Mr.  Guttmann:  I  next  offer  as  Commission’s 
Exhibit  No.  5  in  evidence  by  reference,  Items  1,  2,  3,  4  and  9 
in  the  U-5-S  statement  of  Philadelphia  Company  for  the 
year  1942,  this  as  found  in  File  No.  30-156. 

Item  1  states  the  name  of  the  registrant,  Item  2  states 
the  address,  registrant’s  principal  executive  office,  Item  3 
states  the  name  of  the  top  parent  registered  holding  com¬ 
pany,  Item  4  sets  forth  the  following  information  as  to  the  < 
registrant  and  each  subsidiary  thereof  as  of  December  31,  1 

1942 :  The  name  of  the  company,  state  of  organization  and 
date  thereof,  kind  of  business,  per  cent  of  voting  securities 
owned  by  system  companies. 

Item  9  sets  forth  investment  in  system  securities  of  the 
registrant.  ' 


i 
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i 

Mr.  Hackney :  Excuse  me. 

Mr.  Guttmann:  Surely. 

i 

Mr.  Hackney:  In  connection  with  Item  4,  I  take  it  that 
the  notes  in  connection  therewith  are  part  of  the  offer? 

Mr.  Guttmarm:  That  is  right,  sir,  the  whole  thereof. 

[30]  Mr.  Hackney:  Item  9  next. 

Mr.  Guttmann:  Item  9  sets  forth  the  investment  'in 
system  securities  of  the  registrant  and  each  subsidiary 
thereof  as  of  December  31,  1942,  in  each  security  of  the 
registrant  and  each  subsidiary  thereof,  designating  in  e£j.ch 
instance  the  name  of  the  owner,  the  security  owned,  natne 
of  issuer,  number  of  shares  or  principal  amount  owned, 
value  per  books  of  issuer,  carrying  value  to  owner,  cost  to 
system  company  originally  acquiring  security. 

Now,  in  offering  this  exhibit  designated  as  Commis¬ 
sion’s  Exhibit  No.  5,  I  would  state  that  the  same  is  sub¬ 
mitted  to  establish  statements  of  fact  numbered  1  to  4, 
inclusive,  and  in  part  Nos.  21  and  22,  all  as  contained; in 
the  Commission’s  notice  and  order  dated  December  5,  1946 
herein. 

Mr.  Hackney:  Do  I  understand  that  the  notes  following 
Item  9  are  a  part  of  the  information? 

Mr.  Guttmann:  That  is  correct,  Mr.  Hackney. 

Mr.  Hackney:  Is  that  all  of. that  offer? 

Mr.  Guttmann:  That  is  all  of  that  offer,  sir. 

Mr.  Hackney:  We  should  like  to  reserve  the  right  to 
move  to  strike  out  the  exhibit  if  on  inspection  at  a  later 
time  we  deem  that  motion  advisable. 

The  Examiner:  Very  well.  You  will  have  that  privilege, 
and  in  the  meantime  Items  1,  2,  3,  4  and  9  will  be  incorpo¬ 
rated  in  this  record  by  reference  as  Commission’s  Exhibit  5. 
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[31]  Mr.  Guttmann:  I  next  offer  in  evidence  by  refer-  * 
ence  as  Commission’s  Exhibit  5-A  Items  1,  2,  3,  4  and  9  in 

the  U-5-S  statement  of  Philadelphia  Company  for  the  year 
1943.  Now,  these  items  are  the  same  as  those  which  I  have 
already  specifically  designated  on  the  record  relative  to  the 
1942  filing,  excepting  that  the  information  contained  in  this 
exhibit  is  as  of  December  31,  1943.  The  purpose  of  the 
offering  is  the  same  as  I  stated  in  connection  with  Exhibit  5. 

Mr.  Hackney:  And  may  we  have  the  same  understand¬ 
ing  about  the  notes  ? 

| 

Mr.  Guttmann:  The  understanding  is  the  same,  sir,  as 
to  the  notes. 

Mr.  Hackney:  And  may  we  have  the  same  reservation 
of  rights? 

The  Examiner:  The  same  reservation,  yes,  sir.  1  j 

The  items  in  the  1943  statement  will  be  incorporated  in 
this  record  by  reference  as  Commission’s  Exhibit  5-A. 

Mr.  Guttmann:  As  Commission’s  Exhibit  5-B,  I  would 
offer  in  evidence  by  reference  the  same  items  in  the  U-5-S 
statement  of  the  Philadelphia  Company  for  1944.  They 
are  the  identical  items,  excepting  they  are  as  of  the  period 
ending  December  31,  1944,  and  the  purpose  of  this  offering 
is  the  same  as  previously. 

[32]  Mr.  Hackney:  And  the  same  understanding  and 
the  same  reservation,  if  the  Examiner  please. 

The  Examiner:  Yes,  sir.  The  items  in  the  1944  state-  < 
ment  wull  now  be  incorporated  in  this  record  as  Commis¬ 
sion’s  Exhibit  5-B. 

Mr.  Guttmann:  I  next  offer  by  reference  as  Commis¬ 
sion’s  Exhibit  5-C  the  same  items  in  the  TJ-5-S  statement 

i 

of  the  Philadelphia  Company  for  1945.  The  items,  once 
again,  are  identical  with  those  already  described,  except¬ 
ing  the  information  here  is  for  the  period  ending  Decern- 
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ber  31,  1945.  The  purpose  again  is  the  same  and  again, 
Mr.  Hackney,  the  notes  are  included  in  the  offer. 

Mr.  Hackney:  And  may  we  have  the  same  reservation? 

i 

The  Examiner:  And  the  same  reservations,  and  the 
items  will  now  come  in  for  the  statement  for  the  year  1945 
as  Commission’s  5-C. 

Mr.  Guttmann:  As  Commission’s  Exhibit  5-D  I  next 
offer  in  evidence  by  reference  the  same  items  in  the  U-5-j3 
statement  of  Standard  Gas  and  Electric  Company  for  the 
year  1945.  This  is  File  No.  30-140.  The  material  here  is 
identical  except,  of  course,  that  it  is  for  Standard  Gas,  and 
the  purpose,  again,  is  [33]  the  same,  and  the  notes  again 
are  included  as  part  of  the  matter  in  the  exhibit. 

Mr.  Hansen:  The  same  reservation,  that  is,  the  same 
reservation  as  made  by  Mr.  Hackney? 

The  Examiner:  Yes.  The  same  reservation  will  apply. 

Mr.  Hackney:  And  may  the  same  reservation  apply  for 
Philadelphia  Company? 

I 

The  Examiner:  Yes,  sir.  The  items  will  now  come  in 

as  Commission’s  5-D.  ! 

! 

Mr.  Guttmann:  As  Commission’s  Exhibit  5-E  I  offer  ih 
evidence  by  reference  the  same  items  in  the  U-5-S  state¬ 
ment  of  Standard  Power  and  Light  Corporation  for  1945, 
and  that  is  File  No.  30-152.  Again,  with  the  exception  of 
the  fact  that  it  is  a  different  company,  to  wit,  Standard 
Power,  the  items  are  the  same  as  have  already  been  re¬ 
ferred  to,  the  purpose  will  be  the  same  and  the  notes  again 
are  included. 

Mr.  Taylor:  I  have  no  objection  to  the  admission  in 
evidence  of  anything  filed  by  Standard  Power.  I  would 
like  to  reserve  an  objection  to  anything  that  may  have  been 
filed  by  any  other  company  unless  I  get  a  copy  of  it  and 
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have  an  opportunity  to  see  that  it  coincides  with  the  infor¬ 
mation  filed  by  Standard  Power. 

The  Examiner:  Very  well.  The  filing  in  respect  to 
[34]  Standard  Power  and  Light  will  now  come  in  as  Com¬ 
mission’s  5-E. 

Mr.  Hackney:  And  may  we  have  the  same  reservation 
for  the  Philadelphia  Company  as  we  had  before? 

The  Examiner:  Yes,  sir. 

Mr.  Guttmann:  I  might  state  for  the  record  that  the 
Commission  cannot  undertake  to  furnish  copies  of  this 
material.  The  material  is  in  the  hands  of  the  registrant 
in  each  case  and  represents  part  of  the  public  record  filing 
here  in  the  Commission  and  is  available  for  inspection  by 
any  of  the  parties  in  the  public  reference  room. 

Mr.  Rossbach:  May  we  make  a  similar  reservation, 
sir? 

The  Examiner:  Very  well,  sir. 

[35]  Mr.  Guttmann:  As  Commission’s  Exhibit  6  in  evi¬ 
dence  I  offer  by  reference  items  16-A  to  16-E,  inclusive, 
in  the  U-5-S  statement  of  Standard  Gas  and  Electric  Com¬ 
pany  for  1945.  Item  16  sets  forth  information  on  the  posi¬ 
tions  and  compensation  of  officers  and  directors.  Item 
16-B  designates  the  compensation  of  certain  designated 
employees,  where  aggregate  compensation  is  $10,000  a  year 
or  more.  Item  16-C  designates  the  indebtedness  of  each 
officer,  director  or  employee  to  the  system  companies.  Item 
16-D  sets  forth  contracts,  if  an  officer,  director  or  employee 
had  a  contract  with  any  of  the  system  companies  during  the 
preceding  calendar  year,  the  provisions  of  such  contract 
are  therein  set  forth.  Item  16-E  sets  forth  the  banking 
connections  of  officers  and  directors  of  the  registrant. 

The  Examiner:  What  allegation  is  in  the  order? 

Mr.  Guttmann:  This  exhibit,  if  your  Honor  please,  is 
offered  for  the  purpose  of  establishing  statements  of  fact 
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numbered  5  and  in  part  numbers  21  and  22  contained  in  the 
Notice  and  Order  dated  December  5,  1946,  herein. 

Mr.  Hansen:  Same  reservations  on  behalf  of  Standard 
Gas  and  Electric  Company. 

The  Examiner :  Very  well. 

Mr.  Hackney:  And  the  same  reservations  on  behalf  Of 
the  Philadelphia  Company. 

The  Examiner:  All  right. 

[36]  Items  16-A  to  E  inclusive  will  now  come  in  as  Coni- 
mission’s  Exhibit  6. 

Mr.  Guttmann:  As  Commission’s  Exhibit  6-A I  next  offer 
by  reference  the  same  items  in  the  U-5-S  statement  of  Phila¬ 
delphia  Company  for  1945.  The  items  and  the  purpose 
are  identical  with  those  expressed  in  connection  with  thie 
introduction  of  Exhibit  6. 

Mr.  Hackney:  May  I  look  at  them? 

Mr.  Guttmann:  Surely,  Mr.  Hackney. 

Mr.  Hackney:  I  assume  that  the  notes  in  Item  16  are  a 
part  of  the  offer. 

Mr.  Guttmann:  That  is  correct,  sir. 

Mr.  Hackney:  May  we  have  the  same  reservation? 

The  Examiner:  Same  reservation,  yes,  sir. 

I 

Items  16-A  to  E  in  the  Philadelphia  Company  will  notv 

come  in  by  reference  as  Commission’s  Exhibits  6-A  too. 

j 

Mr.  Guttmann:  As  Commission’s  Exhibit  7  in  evidence  I 
offer  by  reference  Exhibits  D  and  F  that  are  part  of  the 
U-5-S  statement  of  Philadelphia  Company  for  the  year 
1941.  Exhibit  D  consists  of  financial  statements  as  set  forth 
therein  in  Schedules  A  to  N,  inclusive.  Exhibit  F  is  in  two 

i 

parts. 
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[37]  Part  1  is  the  annual  report  to  stockholders  of 
Philadelphia  Company  for  the  year  1941.  Part  2  is  the 
annual  report  to  stockholders  of  Duquesne  Light  Company 
for  1941.  All  the  notes  that  are  a  part  of  these  documents 
are  included  in  the  offer. 

Mr.  Hackney:  It  is  all  of  Schedule  D  which  you  offer? 

Mr.  Guttmann:  All  of  Schedule  D,  sir,  and  Exhibit  F, 
which  is  in  two  parts. 

Mr.  Hackney:  That  is  offered  in  its  entirety? 

Mr.  Guttmann:  That  is  correct,  sir. 

Mr.  Hackney:  What  is  the  purpose? 

Mr.  Guttmann:  Exhibit  7  is  offered  to  establish  state¬ 
ments  of  fact  numbered  6,  7,  9,  10,  12,  13,  14,  15,  16,  17, 
18,  19  and  in  part  21  and  22,  all  as  contained  in  the  notice 
and  order  for  hearing  herein. 

Mr.  Hackney:  May  we  have  the  same  reservation? 

The  Examiner:  The  same  reservation.  What  docket  is 
that? 

Mr.  Guttmann:  30-156. 

The  Examiner:  That  will  now  come  in  as  Commission’s 
Exhibit  7  by  reference. 

Mr.  Guttmann:  As  Commission’s  Exhibit  7-A I  next  offer 
by  reference  the  same  exhibits  D  and  F  contained  in  the 
TJ-5-S  statement  of  Philadelphia  Company  for  the  year 
1942.  The  description  of  the  documents  is  the  same  as  that 
[38]  I  offered  a  moment  ago  in  connection  with  Exhibit  7 
and  the  purpose  is  that  already  outlined  in  connection  with 
that  exhibit. 

Mr.  Hackney:  The  notes  are  offered  also? 

Mr.  Guttmann:  The  notes  are  also  offered. 

Mr.  Hackney:  May  we  have  the  same  reservation? 
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The  Examiner:  The  same  reservation.  Exhibits  D  ahd 
F  for  the  year  1942  will  now  come  in  as  Commission’s  Ex¬ 
hibit  7-A. 

j 

[Short  recess.] 

i 

Mr.  Guttmann:  As  Commission’s  Exhibit  7-B I  now  offer 
by  reference  Exhibit  D  and  Exhibit  F  in  the  U-5-S  state¬ 
ment  of  Philadelphia  Company  for  the  year  1943.  ’fhe 
nature  and  purpose  of  these  documents  are  again  as  de¬ 
scribed  in  connection  with  my  offer  of  Exhibit  7,  and  again 
the  notes  are  included  therein. 

Mr.  Hackney:  May  we  have  the  same  reservation  of 
rights,  [39]  please? 

The  Examiner:  Same  reservation.  Exhibits  D  and  F 
for  the  year  1943  will  now  come  in  by  reference  as  Commis¬ 
sion’s  Exhibit  7-B.  i 

| 

Mr.  Guttmann:  As  Commission’s  Exhibit  7-C  I  offer  by 
reference  Exhibits  D  and  F  in  the  TJ-5-S  statement  of  Phila¬ 
delphia  Company  for  the  year  1944.  Once  again  the  nature 
and  purpose  of  this  is  the  same  as  I  have  described  in  con¬ 
nection  wuth  my  offer  of  Exhibit  7. 

i 

The  Examiner:  The  same  reservations  will  apply  and 
it  will  come  in  by  reference. 

Mr.  Hackney:  The  notes  also? 

Mr.  Guttmann:  The  notes  also,  in  each  case. 

Mr.  Guttmarm:  As  Commission’s  Exhibit  7-D  I  next 
offer  by  reference  Exhibits  D  and  F  in  the  U-5-S  statement 
of  Philadelphia  Company  for  the  year  1945,  together  with 
the  notes.  ! 

Mr.  Hackney:  May  wre  have  the  same  reservation? 

The  Examiner:  Same  reservation.  It  will  come  in  ty 
reference  as  Commission’s  Exhibit  7-D. 
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[40]  Mr.  Guttmann:  As  Commission’s  Exhibit  7-E I  next 
offer  by  reference  the  annual  reports  of  Philadelphia  Com¬ 
pany  on  Form  U-14-3  in  File  No.  48-123-1  for  each  of  the 
years  1939  to  1945,  inclusive. 

The  purpose  of  Exhibit  7-E  is  the  same  as  I  have  already 
described  in  connection  with  Exhibit  7. 

Mr.  Hackney:  You  mean  this  whole  thing  goes  in,  Mr. 
Guttman? 

Mr.  Guttmann:  Yes,  sir,  the  entire  volume,  starting  with 
1939  to  1945. 

The  Examiner:  What  is  TJ-14? 

Mr.  Guttmann:  That  is  the  annual  report  filed  by  Phila¬ 
delphia  Company.  It  is  an  accounting  report  filed  with  the 
Commission. 

The  Examiner:  It  is  not  the  report  to  stockholders,  is  it? 

Mr.  Guttmann:  No,  sir,  it  is  not. 

Mr.  Hackney:  If  the  Examiner  pleases,  it  is  a  very  bulky 
document.  I  wonder  if  the  Commission  cannot  specify  such 
parts  of  it  as  they  wish  rather  than  the  whole  document? 

Mr.  Guttmann:  "We  will  be  pleased  to  confine  the  request 
to  the  income  statements  appearing  for  the  years  1941 
through  1945,  inclusive,  and  to  that  extent  we  are  limiting 
our  previous  offer. 

The  Examiner:  Are  the  income  statements  different 
from  the  income  statements  in  the  annual  reports? 

[41]  Mr.  Guttmann:  They  are  presented  on  a  different 
basis  than  they  would  be  in  the  annual  reports,  sir.  This 
is  in  compliance  with  the  accounting  requirements  of  the 
Commission. 

To  further  define  the  offer,  I  will  refer  you  to  Account 
200  designated  “Income  Account”  for  each  of  the  years 
heretofore  specified. 


j 

i 
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The  Examiner:  Generally,  what  is  Account  200? 

Mr.  Guttmann:  That  is  the  income  statement  filed  by  the 
Company. 

The  Examiner:  Suppose  we  let  it  in,  Mr.  Hackney,  and 
I  will  entertain  a  motion  to  strike  it  out  or  clarify  it  or  do 
anything  you  want  with  it  later. 

Mr.  Hackney:  I  think  for  the  time  being  that  would 
be  agreeable. 

The  Examiner:  All  right.  The  income  reports  of  Ac¬ 
count  200  in  the  Docket  just  identified  will  now  come  in  as 
7-E  by  reference,  subject  to  any  motion  that  may  be  made 
later. 

By  Mr.  Guttmann: 

Q.  As  Commission’s  Exhibit  8,  I  next  offer  Schedule 
showing  outstanding  debt,  intercompany  obligations,  and 
capital  stock  of  Pittsburgh  Railways  Company  and  subi- 
sidiaries,  and  Pittsburgh  Motor  Coach  Company,  as  of  June 
30,  1944,  received  by  the  Securities  and  Exchange  Commisf 
sion  on  October  12th,  1944,  from  [42]  Philadelphia  Comr 
pany. 

[Here  follows  a  discussion  among  counsel  as  to  the 
source  of  the  exhibit.] 

[43]  The  Examiner:  It  will  be  marked  Commission’s 
Exhibit  8  for  identification. 

Mr.  Guttmann:  I  next  offer  as  Commission’s  Exhibit  9 
a  report  filed  by  the  Special  Master  appointed  by  the  United 
States  District  Court  in  and  for  the  Western  District  of 
Pennsylvania,  in  connection  with  the  petition  of  the  City 
of  Pittsburgh,  in  the  matter  of  Pittsburgh  Railways  Com-i 
pany  debt  or  in  proceedings  for  the  reorganization  of  the 
corporation,  No.  20225.  This  report  was  filed  October  23^ 
1942,  in  those  proceedings.  Exhibit  9  is  offered  to  estab^ 
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lish  part  of  statement  of  fact  numbered  10-H  and  in  part 
Nos.  21  and  22  in  the  notice  and  order  herein. 

Mr.  Hackney:  No  objection. 

The  Examiner:  The  report  of  the  Special  Master  will 
now  come  in  as  Commission’s  9. 

[44]  Mr.  Dix:  Do  I  understand  you  are  offering  it  for 
those  limited  purposes  only? 

Mr.  Guttmann:  It  is  primarily  offered  for  those  purposes 
at  this  time,  sir. 

Mr.  Dix:  Not  as  to  the  entire  report  itself?  As  to  all 
the  matter  in  it? 

Mr.  Guttmann:  We  are  offering  it  in  support  of  what¬ 
ever  facts  we  have  taken  therefrom  and  utilized  in  connec¬ 
tion  with  the  Commission’s  notice  and  order. 

Mr.  Hackney:  But,  if  the  Examiner  pleases,  as  I  under¬ 
stand,  if  a  document  is  offered  in  evidence  for  certain  pur¬ 
poses,  after  it  has  been  received  in  evidence  it  is  in  evidence 
generally  for  all  purposes. 

The  Examiner:  That  is  my  understanding,  sir.  If  it  is 
in,  it  is  in. 

Mr.  Dix:  Your  Honor  rules  that  the  exhibit  is  in  in  its 
entirety,  is  that  correct,  sir? 

The  Examiner:  That  is  correct,  sir,  for  all  purposes. 
Counsel  for  the  Commission  has  offered  it  to  prove  the  alle¬ 
gations  10-H,  21  and  22.  If  it  proves  something  else,  why, 
we  will  receive  it. 

Mr.  Hackney:  The  exhibit  has  been  received? 

The  Examiner :  Yes,  sir. 

Mr.  Hackney:  If  the  Examiner  pleases,  I  have  a  copy  of 
this  which  I  will  be  glad  to  furnish  to  the  Examiner. 

[45]  The  Examiner:  Of  the  Master’s  report? 
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Mr.  Hackney:  Yes. 

The  Examiner:  Very  well,  I  would  like  it. 

Mr.  Guttmann:  I  would  next  offer  as  Commission’s  Exr 
Mbit  10  in  evidence  a  certain  indenture  of  lease  from  PMla- 
delpMa  Company  to  Equitable  Gas  Company,  bearing  date 
December  1,  1913.  TMs  is  offered  in  connection  with  Iteni 
9-C  and  in  part  21  and  22  of  Commission’s  notice  and  order 

herein.  j 

i 

[Here  follows  a  discussion  among  counsel  as  to  the 
source  of  the  exhibit  and  objection  by  counsel  for  Standard 
Power.] 

The  Examiner:  All  right.  It  will  come  in  as  Commis¬ 
sion’s  10,  the  indenture  of  lease. 

[46]  Mr.  Guttmann:  As  Commission’s  Exhibit  11 1  offeit 
in  evidence  a  certified  indenture  of  lease  from  PhiladelpMa 
Company,  lessor,  to  Equitable  Gas  Company,  lessee,  bear^ 
ing  date  January  1, 1923,  and  the  purpose  of  this  offer  is  the 
same  as  that  voiced  in  connection  with  Exhibit  10. 

The  Examiner:  Any  objection? 

Mr.  Hackney:  No  objection. 

! 

The  Examiner:  It  will  come  in  as  Commission’s  11. 

[Here  follows  a  discussion  among  counsel  as  to  the 
method  of  marking  exhibits.] 

[47]  Mr.  Guttmann:  I  would  next  offer  as  Commission’s; 
Exhibit  No.  A-12  by  reference  the  prospectus  for  4a/4  per 
cent  collateral  trust  sinking  fund  bonds,  2%  per  cent 
collateral  trust  serial  [48]  notes,  and  390,290  shares  of; 
common  stock  of  PhiladelpMa  Company,  all  contained  in 
File  No.  70-324. 

i 

__  _  i 

This  Exhibit  is  offered  to  establish  statement  of  fact 
No.  7  and  8  and  in  part  21  and  22,  as  contained  in  the 
notice  and  order  for  hearing. 
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Mr.  Dix:  May  I  ask  you  the  date  of  that  prospectus? 

Mr.  Guttmann:  1941. 

Mr.  Hackney:  The  prospectus  also  gives  effect  to  the 
price  amendment,  I  understand? 

Mr.  Guttmann:  That  is  correct.  Those  are  the  final 
prospectuses. 

Mr.  Hackney:  Could  we  have  this  identified,  Mr.  Gutt¬ 
mann?  By  some  stamp,  or  have  the  Reporter  mark  it? 

Mr.  Guttmann:  Surelv. 

Mr.  Hackney:  No  objection. 

Mr.  Guttmann:  For  the  record,  so  that  there  won’t  be 
any  confusion,  may  I  ask  that  the  three  prospectuses  re¬ 
ferred  to  be  marked  respectively  A-12-A,  A-12-B  and 
A-12-C,  the  “A”  designation  running  to  the  prospectus 
for  4%  per  cent  collateral  trust  sinking  fund  bonds,  the 
B  designation  for  the  2%  per  cent  collateral  trust  serial 
notes  and  the  C  designation  for  the  prospectus  for  the 
390,290  shares  of  common. 

The  Examiner:  The  three  prospectuses  will  come  in 
as  Commission’s  Exhibits  A-12-A,  A-12-B  and  A-12-C,  in 
the  order  designated  by  Commission  counsel. 

[49]  The  Examiner:  The  Trial  Examiner  is  directed  to 
announce  that  the  Commission  has  taken  under  advisement 
the  motion  by  counsel  for  the  Philadelphia  Company  in 
respect  to  its  motion,  and  that  a  decision  will  be  rendered 
on  that  motion  in  a  day  or  two. 

Mr.  Guttmann:  At  this  point,  if  the  Examiner  please,  we 
have  concluded  with  the  presentation  of  that  portion  of  the 
evidence  which  we  are  desirous  of  offering  at  this  time,  and 
the  record  is  now  open  to  other  parties  for  the  introduction 
of  such  evidence  as  they  may  desire. 

The  Examiner:  All  right. 
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Mr.  Hackney:  If  the  Examiner  please,  the  Commission 
having  concluded  the  presentation  of  its  evidence,  sup¬ 
posedly  making  out  a  prima  facie  case,  we  desire  to  move, 
on  behalf  of  the  Philadelphia  Company,  that  these  prp- 
ceedings  be  dismissed  for  the  reason  that  the  evidence  of¬ 
fered  by  the  Commission  does  not  make  out  a  prima  facie 
case  which  casts  the  burden  of  going  forward  upon  Phila¬ 
delphia  Company. 

The  Examiner:  That  motion  will  be  submitted  to  th^ 
Commission.  You  have  no  objection  to  going  forward  with 
other  parties  and  taking  the  testimony? 

Mr.  Hackney:  Subject  to  the  reservation  of  our  rights. 

The  Examiner:  Yes,  sir. 

i 

[The  portion  of  the  Transcript  here  omitted  deals  with 
certain  evidence  introduced  on  behalf  of  Monongahela 
Street  Railway  Company  and  the  Pittsburgh  &  Birmingham 
Traction  Company,  pertaining  to  leases  from  those  com¬ 
panies  to  Consolidated  Traction  Company  and  United 
Traction  Company,  respectively,  and  certain  guarantees 
made  by  Philadelphia  Company  in  connection  therewith > 
the  omitted  testimony  further  deals  with  a  lease  from 
Suburban  Rapid  Transit  Street  Railway  Company  to  Con¬ 
solidated  Traction  Company,  and  a  certain  guarantee  mad6 
by  Philadelphia  Company  in  connection  therewith;  the 
balance  of  the  omitted  testimony  deals  with  statements  by 
counsel  for  other  persons  desiring  to  be  heard  as  to  their 
respective  positions  with  reference  to  the  issues  raised  in 
the  case.] 

[130]  Mr.  Guttmann:  If  your  Honor  please,  on  the  rec¬ 
ord  yesterday,  in  connection  with  our  offer  of  Commisr 
sion’s  Exhibit  A -8,  that  being  a  schedule  showing  the  out! 
standing  debt,  intercompany  obligations  and  capital  stock 
of  Pittsburgh  Railways  Company  and  subsidiaries,  Pitts¬ 
burgh  Motor  Coach  Company,  as  of  June  30,  1944,  that 
exhibit  was  marked  for  identification  but  not  received  in 
evidence. 

i 

i 

j 

i 
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The  Examiner:  That  is  correct. 

Mr.  Guttmann:  The  Examiner  holding  at  the  time,  at 
pages  42  and  43,  that  we  should  provide  a  little  further 
detail  for  the  record,  as  to  the  origin  of  the  exhibit. 

On  checking  with  the  staff  I  have  ascertained  that 
Exhibit  A -8  was  received  from  Standard  Gas  and  Electric 
Company  pursuant  to  a  verbal  request  by  the  staff  made  to 
Mr.  Knourek,  Vice  President  of  Standard  Gas,  in  connec¬ 
tion  with  the  Standard  proceedings,  in  File  No.  54-72.  The 
material  contained  in  Exhibit  A-8  does  not  appear  as  a 
formal  exhibit  and  has  not  been  so  employed  in  the  records 
of  the  Commission. 

With  that  explanation,  I  renew  the  offer  of  that  exhibit 
in  evidence. 

[Here  follows  discussion  concerning  the  authenticity 
of  Exhibit  A-8.] 

[132]  The  Examiner:  All  right.  In  the  meantime  I  will 
let  it  come  in. 

Mr.  Hackney:  Subject  to  a  motion  to  strike* 

The  Examiner:  Upon  examination  of  Mr.  Knourek  or 
further  examination  on  your  part. 

Mr.  Guttmann:  At  this  time,  if  the  Examiner  please,  I 
would  offer  as  Commission’s  Exhibit  A-13,  a  photostatic 
copy  of  an  agreement  made  the  14th  day  of  October,  1901, 
between  Philadelphia  Company  and  A.  W.  Mellon,  that 
being  the  agreement  concerning  which  Mr.  Moorhead  has 
spoken,  or  at  least  to  which  he  has  referred  to  in  the  course 
of  his  discussion  yesterday  and  today. 

The  Examiner:  Where  did  that  come  from,  Mr.  Gutt¬ 
mann? 

Mr.  Guttmann:  That  document  was  furnished  by  Phila¬ 
delphia  Company  and  is  the  certification  of  the  Secretary 
of  that  Company  as  a  true  copy. 
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Mr.  Hackney:  There  is  no  objection. 

The  Examiner:  All  right.  It  will  come  in  as  Commis¬ 
sion’s  No.  13.  ! 

[Here  follows  a  statement  by  counsel  for  Suburbah 
Rapid  Transit  Street  Railway  Company  to  the  effect  that 
the  Suburban  lease  was  not  covered  by  the  Mellon  agree¬ 
ment.]  | 

[133]  The  Examiner :  Is  there  anything  further  to  be 

presented  by  any  counsel  before  Mr.  Hackney  goes  forward? 

| 

i 

(No  response.) 

i 

The  Examiner:  I  guess  we  are  ready,  Mr.  Hackney. 

Mr.  Hackney:  If  the  Examiner  pleases,  I  offer  in  evi¬ 
dence  by  reference  the  findings  of  this  Commission  in  the 
matter  of  Standard  Power  &  Light  Corporation,  Standard 
Gas  and  Electric  Company  and  subsidiary  companies 
thereof,  entered  on  August  8,  1941,  being  release  No.  2929 
and  reported  in  9  SEC  page  862.  And  also  the  order  of 
the  Commission  in  that  connection  which  is  not  printed  ip 
the  bound  volume  of  the  reports. 

The  Examiner:  You  offer  that  in  evidence? 

Mr.  Hackney:  I  do. 

The  Examiner:  That  will  come  in  as  Philadelphia  Ex¬ 
hibit  1. 

[134]  Mr.  Hackney:  Also,  if  the  Examiner  pleases,  1 
offer  in  evidence  by  reference  the  findings  of  this  Commis¬ 
sion  entered  in  the  matter  of  Standard  Power  and  Light 
Corporation,  File  No.  59-13,  reported  in  11  SEC  689,  being 
Release  3607,  under  which  Standard  Power  and  Light  Cor¬ 
poration  was  required  to  dissolve  and  liquidate;  and  alsb 
the  order  of  the  Commission  entered  in  that  same  proceed¬ 
ing  at  the  same  time,  the  order  not  being  printed  in  the 
published  reports. 
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The  Examiner :  Any  objection? 

Mr.  Guttmann:  No  objection. 

The  Examiner:  That  will  come  in  as  Philadelphia  2  by 
reference. 

Mr.  Hackney:  In  connection  with  my  first  offer,  may  I 
state  that  that  is  File  No.  59-9. 

I  call  Mr.  Philip  A.  Fleger. 


Whereupon : 

Philip  A.  Fleger,  called  as  a  witness  on  behalf  of  the 
Philadelphia  Company,  and  having  been  first  duly  sworn, 
was  examined  and  testified  as  follows : 

Direct  examination: 

By  Mr.  Hackney: 

[135]  Q.  Please  state  your  full  name  for  the  record? 
A.  My  name  is  Philip  A.  Fleger. 

Q.  Where  do  you  live,  Mr.  Fleger?  A.  I  am  a  resi¬ 
dent  of  Allison  Park,  Pennsylvania,  which  is  in  the  Pitts¬ 
burgh  District,  and  I  have  resided  in  that  community  for 
more  than  twenty  years. 

Q.  WTiat  is  your  age,  Mr.  Fleger?  A.  I  am  43  years 
of  age. 

Q.  Wliat  is  your  present  position  with  the  Philadelphia 
Company?  A.  I  am  presently  Executive  Vice  Presi¬ 
dent  and  General  Attorney  of  that  Company,  and  I  am  also 
a  director  of  the  Company. 

Q.  For  how  long  have  you  been  Executive  Vice  Presi¬ 
dent?  A.  I  have  been  Executive  Vice  President  for 
approximately  one  year. 
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Q.  I  believe  you  are  also  an  attorney-at-law?  A.:  I 
am.  I  am  admitted  to  practice  in  the  State  of  Pennsylvania 
and  the  State  of  West  Virginia. 

Q.  When  were  you  admitted?  A.  I  was  admitted  to 
practice  in  the  State  of  West  Virginia  in  the  year  1926  and 
in  the  State  of  Pennsylvania  in  the  year  1928. 

Q.  How  long  have  you  been  connected  with  Philadelphia 
Company?  [136]  A.  I  have  been  associated  with  the 
Philadelphia  Company  and  each  of  its  subsidiaries  during 
my  entire  residence  in  the  Pittsburgh  District,  which  is 
slightly  more  than  twenty  years,  my  first  association  having 
taken  place  in  October,  I  believe,  of  1926. 

I 

Q.  Will  you  state  your  connection  with  Philadelphia 
Company  and  its  subsidiaries  since  that  time?  A.  I  first 
was  employed  in  the  capacity  of  a  law  clerk;  shortly  there¬ 
after  became  attorney  for  the  Company.  I  held  that  posi¬ 
tion  until  1936,  when  I  became  Assistant  General  Attorney 
for  the  Philadelphia  Company  and  each  of  its  subsidiaries. 
I  held  that  position  until  1939,  when  I  was  appointed  Gen¬ 
eral  Attorney  for  all  of  the  companies  in  the  group. 

In  1940  I  was  made  a  Vice  President  of  the  Philadel¬ 
phia  Company  and  in  1942  I  was  made  Senior  Vice  Presi¬ 
dent.  In  that  year  I  also  became  President  of  the  Kentucky- 
West  Virginia  Gas  Company,  the  Equitable  Real  Estate 
Company,  the  Equitable  Sales  Company,  and  the  Consoli¬ 
dated  Gas  Company  of  the  City  of  Pittsburgh,  all  of  the 
companies  that  I  have  just  mentioned  being  subsidiaries  of 
the  Philadelphia  Company. 

Q.  Have  you  named  your  capacities  with  all  the  subsidi¬ 
aries  of  the  Philadelphia  Company  in  which  you  are  now 
serving?  A.  I  think  that  I  have  named  them  all  with 
the  exception  of  the  fact  that  I  am  and  have  been  fop 
approximately  five  or  [137]  six  years  a  director  of  each  of 
the  companies  in  the  Philadelphia  Company  group. 
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Q.  Were  you  for  a  time  in  any  official  capacity  with 
Pittsburgh  Railways  Company?  A.  Between  the  years 
1926  and  the  appointment  of  Trustees  in  Bankruptcy  for 
the  Pittsburgh  Railways  Company  and  the  Pittsburgh 
Motor  Coach  Company,  I  did  considerable  legal  work  for 
those  companies.  In  fact,  between  the  years  1929  and  1938 
I  was  primarily  responsible  for  the  legal  work  of  those 
companies. 

Q.  Do  you  recall  the  date  upon  which  Trustees  were 
appointed  for  Pittsburgh  Railways  Company,  and  Pitts¬ 
burgh  Motor  Coach  Company  under  Section  77-B  of  the 
Bankruptcy  Act?  A.  I  believe  the  Trustees  were  ap¬ 
pointed  on  June  14,  1938. 

Q.  Since  June  14,  1938,  have  you  had  any  connection 
with  the  Trustees  for  those  two  companies?  A.  I  have 
not. 

Q.  Do  you  hold  or  have  you  held  any  position  with 
Standard  Gas  &  Electric  Company?  A.  I  do  not,  at  the 
present  time,  nor  have  I  at  any  time  held  a  position  with 
Standard  Gas  and  Electric  Company,  or  any  other  com¬ 
pany  in  the  Standard  Gas  and  Electric  Company  system 
other  than  those  that  I  have  specifically  mentioned  here. 

Q.  Does  that  same  statement  apply  to  any  connection 
that  you  may  have  had  with  Standard  Power  and  Light  Cor¬ 
poration?  [138]  A.  It  does.  I  do  not  presently  and 
never  did  have  any  connection  with  that  company. 

Q.  In  connection  with  Philadelphia  Company  proper, 
Mr.  Fleger,  can  you  give  us  the  date  upon  which  it  was 
incorporated,  and  something  about  its  early  history?  A. 
The  Philadelphia  Company  was  incorporated  on  March  22, 
1871,  by  a  special  Act  of  the  Assembly  of  the  Commonwealth 
of  Pennsylvania. 

The  Act  conferred  upon  the  Company  the  same  powers 
as  had  been  conferred  upon  the  Pennsylvania  Company  by 
an  Act  of  April  7,  1870. 
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Mr.  Hackney :  I  would  like  to  have  an  exhibit 
marked,  please. 

The  Examiner:  It  may  be  marked  Philadelphia  3. 

i 

By  Mr.  Hackney: 

i 

Q.  Mr.  Fleger,  I  show  you  an  exhibit  which  has  been 
marked  for  identification  as  Philadelphia  Exhibit  3.  Will 
you  state  what  that  is,  please? 

The  Examiner:  That  is  a  charter  of  the  Empire 
Contract  Company. 

The  Witness:  This  is  a  photostatic  copy  of  the 
Act  of  Assembly  of  1871  that  I  have  just  referred  to, 
under  which  the  Philadelphia  Company  was  incor- 
ported  under  the  name  of  the  Empire  Contract  Com¬ 
pany. 

j 

[139]  By  Mr.  Hackney:  j 

Q.  Mr.  Fleger,  when  was  the  company  reorganized? 
A.  In  June  3, 18S4,  the  Company  was  reorganized  under  its 
present  name,  Philadelphia  Company,  and  in  that  year  jit 
first  commenced  its  business  in  the  Pittsburgh  District. 

i 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  you  a  document  which  has  been 
marked  for  identification  as  Philadelphia  Exhibit  No.  4. 
Will  you  please  state  what  that  is?  A.  This  is  a  photo¬ 
static  copy  of  a  certificate  of  the  Secretary  of  the  Common¬ 
wealth  of  Pennsylvania,  evidencing  the  reorganization  of 
the  Philadelphia  Company  in  1884,  which  has  been  certified 
as  a  true  copy  by  the  Secretary  of  the  Commonwealth. 

Q.  What  was  the  date  of  that  certificate,  please?  The 
Certificate  of  Organization  I  am  referring  to?  A.  The 
3rd  day  of  June,  1884.  j 


i 

i 

I 

i 

i 
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Q.  Under  that  certificate  Philadelphia  Company  then 
became  known  as  Philadelphia  Company?  A.  That  is 
correct. 

Mr.  Hackney:  If  the  Examiner  pleases,  I  offer  in 
evidence  the  exhibits  which  have  been  marked  and 
identified  as  Philadelphia  [140]  Company  Exhibits 
3  and  4. 

The  Examiner:  Any  objection?  It  will  come  in 
as  Philadelphia’s  3  and  4. 

The  Examiner:  What  is  the  connection  between 
Rio  Grande  Extension  Company  and  the  Empire 
Contract  Company? 

Mr.  Hackney:  The  Company  had  several  changes 
of  name,  if  the  Examiner  pleases. 

The  Examiner:  I  see.  Where  do  the  full  charter 
provisions  of  the  Empire  Contract  appear? 

Mr.  Hackney:  In  Philadelphia  Exhibit  No.  3.  I 
will  say  that  in  the  Act  of  Incorporation,  creating  a 
company  as  the  Empire  Contract  Company,  the 
powers  given  to  that  company  were  incorporated  by 
reference  to  another  venture.  Therefore  the  second 
venture  is  also  incorporated  in  Philadelphia’s  Ex¬ 
hibit  No.  3,  so  that  the  two  statutes  read  together 
give  the  initial  powers  of  Philadelphia  Company. 

[Here  follows  a  colloquy  between  the  Examiner  and 
counsel  as  to  the  corporate  powers  of  Philadelphia  Com¬ 
pany.] 

[141]  By  Mr.  Hackney: 

Q.  What  business  did  Philadelphia  Company  first  en¬ 
gage  in  in  or  about  the  City  of  Pittsburgh?  A.  The 
first  business  engaged  in  in  Pittsburgh  was  the  natural  gas 
business. 
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Q.  When  did  it  commence  that?  A.  That  business 
was  commenced  in  1884  immediately  after  the  reorganiza¬ 
tion  of  the  Philadelphia  Company. 

Q.  What  was  the  nature  of  the  gas  business  in  which 
it  engaged?  A.  The  Philadelphia  Company  was  the 
first  natural  gas  company  to  operate  in  the  Pittsburgh 
district.  In  1884  it  commenced  the  business  of  producing, 
transporting  and  distributing  natural  gas  in  the  Pittsburgh 
district. 

Q.  How  long  did  it  continue  those  activities,  Mr.  Fleger? 
A.  Philadelphia? 

j 

Q.  I  mean  in  the  way  of  owning  such  natural  gas  prop¬ 
erties,  and  producing  them?  A.  Philadelphia  Company 
has  continued  to  own  natural  gas,  transporting,  producing 
and  distribution  properties  up  till  the  present  time. 

Q.  What  developed  in  1885  in  connection  with  Phila¬ 
delphia  [142]  Company?  A.  In  that  year  the  Phila¬ 
delphia  Company  acquired  control  of  seven  other  natural 
gas  companies,  which  marked  the  commencement  of  the 
expansion  of  its  natural  gas  business. 

Q.  Was  there  considerable  expansion  of  that  natural 
gas  business  after  1885?  A.  There  was.  In  fact,  there 
was  considerable  expansion  up  until  the  year  1899,  that 
being  the  last  year  in  which  the  Philadelphia  Company’s 
business  was  confined  to  that  of  a  natural  gas  company: 

Q.  Can  you  state  how  Philadelphia  Company  expanded 
its  gas  business  in  those  years,  from  1885  to  1899?  Al 
This  expansion  took  the  form  of  purchases  of  property^ 
acquisition  of  stock  control  over  companies,  and  in  some 
cases  took  the  form  of  consolidation  and  merger  of  com* 
panies. 

j 

Q.  Were  there  any  leases  involved  in  that  period?  A; 
There  were  some  leases  involved  in  that  period. 
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Q.  At  the  beginning  I  believe  its  operations  were  con¬ 
fined  entirely  to  Pennsylvania?  A.  That  is  true.  That 
was  the  situation  until  1894,  when  the  Company,  for  the 
first  time,  expanded  its  operations  into  the  State  of  West 
\  irginia  for  the  purpose  of  increasing  its  sources  of  supply 
of  natural  gas. 

Q.  When  I  spoke  a  minute  ago  of  Philadelphia  Com¬ 
pany’s  operations  in  Pennsylvania,  I  should  have  mentioned 
operations  [143]  in  and  around  Pittsburgh.  Did  it  ever 
have  any  operations  as  such  up  to  1S94,  outside  of  the 
Pittsburgh  area?  A.  It  did  conduct  some  producing  and 
transporting  operations  outside  of  the  Pittsburgh  District 
in  Pennsylvania,  but  those  operations  were  all  confined  to 
the  southwestern  portion  of  the  State. 

Q.  And  that  is  within  50  or  60  miles  of  Pittsburgh? 
A.  That  is  correct,  substantially. 

Q.  WTien  did  Philadelphia  Company  first  become  a 
holding  company,  Mr.  Fleger,  for  properties  other  than 
gas?  A.  Philadelphia  Company  first  became  a  holding 
company  in  the  year  1S99,  when  it  acquired  control  of  a 
street  railway  company,  and  also  in  the  same  year  an  elec¬ 
tric  company. 

Q.  What  is  the  name  of  the  electric  company?  A. 
The  electric  company  was  the  Allegheny  County  Light 
Company. 

Q.  What  was  the  name  of  the  street  railway  company? 
A.  The  street  railway  company  was  the  United  Traction 
Company  at  Pittsburgh. 

Q.  Did  it  continue  to  be  a  holding  company  from  that 
time  on?  And  if  so,  how  long?  A.  It  has  continued 
since  that  date  to  operate  as  a  holding  company. 

Q.  That,  I  believe  is  almost  50  years?  A.  That  is 
right. 
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[144]  Q.  At  the  time  the  Philadelphia  Company  ac¬ 
quired  control  of  this  electric  company  and  of  the  gas 
company,  will  you  state,  please,  what  was  the  relative  im¬ 
portance  of  the  electric  business  as  contrasted  with  the 
street  railway  business?  A.  The  street  railway  business 
had  been  in  existence  in  Pittsburgh  for  about  40  years.  The 
industry  was  fairly  well  established.  The  electric  business, 
on  the  other  hand,  was  in  virtually  its  infancy  as  is  demon¬ 
strated  by  the  fact  that  the  Allegheny  County  Light  Coin- 
pany,  which  was  the  largest  company  then  operating  in  the 
district,  had  a  plant  account  of  only  $2,500,000. 

Q.  Mr.  Fleger,  I  want  to  turn  for  a  minute  or  two  at 
this  point — we  are  trying  to  approach  it  chronologically! — 
to  the  street  railway  operations. 

■  I 

You  mentioned  a  minute  ago  that  you  acquired  control 
of  United  Traction  Company  in  1899.  What  were  the  opera¬ 
tions  of  United  Traction,  briefly,  in  that  year  when  you 
acquired  control?  A.  The  United  Traction  Company  at 
that  time  was  operating  a  system  of  railways  in  a  part  Of 
the  City  of  Pittsburgh.  The  district  which  it  served  gen¬ 
erally  lay  between  the  Ohio  River  on  the  west  and  the 
Allegheny  River  on  the  east.  At  that  time  there  were  six 
separate  systems  of  railways  being  operated  in  Pittsburgh. 

Q.  Before  you  go  into  that,  Mr.  Fleger,  may  I  interrupt 
[145]  for  a  minute?  Can  you  give  us  a  brief  sketch  of  the 
development  of  street  railway  operation  in  Pittsburgh  prior 
to  1899  ?  A.  Although  the  industry  had  been  in  existence 
for  about  forty  years  up  to  that  date,  the  first  operations 
having  commenced  in  1859,  the  greatest  part  of  that  period 
was  confined  to  horse-car  operations.  In  fact,  cable  cair 
installations  were  not  commenced  until  about  the  vear  1888, 
and  shortly  thereafter,  in  about  the  year  1890,  electrifica¬ 
tion  of  the  street  railways  of  Pittsburgh  wras  commenced 
for  the  first  time.  In  fact,  between  that  year,  1890  and 
1896,  there  occurred  the  greatest  period  of  expansion  in  thq 
street  railway  business  in  Pittsburgh  in  terms  of  miles  of 


i 

I 


i 
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track  operated.  The  system  was  expanded  in  those  years 
from  about  87  miles  of  single  track  to  about  337  miles  of 
single  track.  The  number  of  companies  that  were  operat¬ 
ing  or  owned  street  railway  property  in  1899  totalled  around 
80  or  81  companies,  I  believe. 

Q.  Then,  as  I  gather  it,  the  street  railway  business  in 
Pittsburgh  was  fairly  well  established  when  Philadelphia 
Company  first  acquired  traction  properties  ?  A.  I  would 
say,  Mr.  Hackney,  that  it  was  fairly  well  established  in 
certain  respects,  in  that  it  did  cover  a  substantial  part  of 
the  Pittsburgh  district.  But  I  would  say  in  many  other 
respects  it  was  not  completely  established,  [146]  because 
electrification  had  been  in  existence  for  a  relatively  short 
period  of  time.  The  nature  of  the  rolling  stock  that  was 
being  used  on  most  of  the  lines  was  in  a  relatively  primi¬ 
tive  state,  and  there  still  remained  to  be  done  a  consider¬ 
able  amount  of  work  in  unifying,  or  bringing  together  into 
a  single  system,  these  many  separate  street  railway  opera¬ 
tions  that  were  then  in  existence  and  which  entailed  con¬ 
siderable  inconvenience  to  the  public  in  the  form  of  having 
to  make  physical  transfers  between  the  various  systems 
and  being  harassed  with  the  many  different  fare  systems 
that  each  of  those  systems  had  at  that  time. 

Q.  Then  when  Philadelphia  Company  bought  into  the 
traction  business  in  1899,  how  does  that  contrast  with  Phila¬ 
delphia ’s  first  interest  in  gas  properties?  A.  The  dis¬ 
tinction  is  that  in  the  case  of  the  natural  gas  properties, 
the  Philadelphia  Company  actually  organized  the  business 
at  its  inception.  In  the  case  of  the  railways,  when  it  first 
acquired  its  interest  in  that  business,  the  business  had  been 
in  existence  for  some  time  and  Philadelphia  Company’s 
subsequent  connection  with  the  business  took  the  form  of 
further  development  of  the  operations,  and  the  unification 
of  them  into  a  single  system. 

Q.  How  many  street  railway  companies  were  there  in 
existence  in  Pittsburgh  in  1899,  when  Philadelphia  Com- 
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pany  first  bought  into  the  traction  business?  [147]  Ai 
There  were  six  separate  operating  systems,  and  they  were 
made  up  of  80  or  81  separate  companies. 

i 

Q.  Will  you  name  the  different  systems,  please?  Ai 
Yes.  The  three  major  systems  were  at  first  the  Pittsburgh 
Railways  System,  which  is  now  or  which  was  then  Southern 
Traction  System,  and  which  operated  in  what  is  generally 
known  as  the  South  Side  and  West  End  sections  of  Pitts¬ 
burgh,  that  lies  generally  to  the  South  of  the  Monongahela 
and  Ohio  Rivers. 

The  United  Traction  Company  system,  which  I  prevU 
ously  mentioned,  and  the  Consolidated  Traction  Company 
System,  which  generally  speaking,  operated  in  the  territory 
extending  from  the  downtown  triangle  of  Pittsburgh  east- 
wardly  between  the  Allegheny  and  Monongahela  Rivers. 

The  other  three  systems  which  were  operating  sep¬ 
arately  in  1899  were  the  Monongahela  Street  Railway; 
System -  j 

j 

Q.  Excuse  me.  That  is  the  Company  mentioned  by  Mr.j 
Moorhead  this  morning?  A.  That  is.  And  that  company, 
generally  speaking,  operated  in  the  territory  that  lies! 
immediately  to  the  east  of  the  Consolidated  Traction  Com¬ 
pany  System,  as  it  existed  in  1899,  and  served  the  Oakmont,! 
Wilkinsburg  Sections  of  the  District  and  what  is  called  the! 
Turtle  Creek  Yallev,  which  is  a  very  highly  industrialized 
section  of  the  Pittsburgh  District,  made  up  of  Braddock 
Borough,  Rankin  Borough  and  communities  [148]  of  that; 
type. 

The  Pittsburgh  &  Birmingham  Traction  System  operated 
from  the  downtown  district  of  Pittsburgh  over  certain  | 
tracks  of  other  companies,  pursuant  to  trackage  agreements, 
and  thence  across  the  Monongahela  River  out  through  the  j 
Knoxville  Section,  and  a  part  of  the  South  Hills  Section. 

The  sixth  system  was  the  Suburban  Rapid  Transit' 
Street  Railway  Company,  which  operated  from  downtown 
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Pittsburgh  over  tracks  of  certain  other  companies,  to  about 
22nd  and  Brady  Streets,  and  then  over  its  own  tracks, 
crossing  the  Monongahela  River,  to  the  Carrick  Section  of 
the  District,  as  well  as  certain  portions  of  the  so-called 
South  Side. 

I  would  like  to  emphasize  that  those  six  systems,  in  1899, 
when  Philadelphia  first  became  interested  in  the  street  rail¬ 
way  business,  were  operated  as  distinct  and  separate  sys¬ 
tems.  There  was  no  coordination  of  operation  whatever 
between  them. 

Q.  Was  there  any  common  stock  control  of  those  systems, 
so  far  as  you  know?  A.  By  whom? 

Q.  By  outsiders,  common  stock  control.  Were  they 
parts  of  one  system  or  were  they  independent,  one  of  the 
other?  A.  It  is  my  understanding  that  the  Monongahela 
Street  Railway  Company  and  the  Pittsburgh  and  Birming¬ 
ham  Traction  Company  had  certain  stockholders  who  were 
common  to  each  company,  but  I  would  not  be  prepared  to 
say  that  they  were  [149]  controlled  by  the  same  interests 
at  that  time.  Also,  I  am  of  the  impression  that  the  Suburban 
Rapid  Transit  Street  Railway  Company  was  controlled  by 
a  separate  and  distinct  group  and  I  believe  that  the  same 
is  true  of  the  Southern  Traction  Company,  the  United  Trac¬ 
tion  Company  of  Pittsburgh,  and  the  Consolidated  Traction 
Company.  Of  course,  prior  to  that  year,  the  Philadelphia 
Company  had  no  stock  interest  in  any  of  the  six  systems, 
or  the  underlier  companies  in  their  systems. 

Q.  Were  any  through  routes,  as  between  these  various 
systems  at  that  time,  existing  at  that  time,  or  exchange  of 
transfers?  A.  There  were  no  through  routes,  to  my 
knowledge,  and  no  exchange  of  transfer  privileges.  There 
was,  however,  a  situation  that  I  have  mentioned,  where,  in 
certain  companies,  like  Monongahela,  in  order  to  bring  their 
cars  into  the  downtown  section  of  Pittsburgh,  they  made  an 


Testimony — Philip  A.  Fleger — Direct.  235a 

i 

agreement  or  agreements  with  the  other  companies,  whereby 
they  conld  ntilize  their  tracks  for  that  purpose. 

Q.  What  was  the  nest  acquisition  made  by  Philadelphia 
Company  after  1899,  in  connection  with  street  railways? 
A.  The  year  1901  was  an  important  year  in  the  history  of 
the  Pittsburgh  Railways  System  and  the  Philadelphia  Com¬ 
pany  System.  In  that  year  Philadelphia  Company  acquired 
stock  control  of  the  Consolidated  Traction  Company  and  the 
Pittsburgh  [150]  Railways  Company,  which  was  still  then 
the  Southern  Traction  Company.  It  therefore  had  attained, 
in  that  year,  the  control  of  the  three  major  operating 
systems  in  the  Pittsburgh  District. 

j 

| 

Mr.  Guttmann:  What  year  was  that? 

The  Witness:  1901. 

I 

[151]  By  Mr.  Hackney:  j 

! 

Q.  WTiat  steps  were  then  taken  in  connection  with  the 
unification  of  the  Pittsburgh  street  car  system?  A.  In 
the  year  1902  the  operations  of  the  various  street  railway 
companies  in  the  Pittsburgh  district  were,  for  the  first  time, 
brought  into  a  single  unified  system.  That  was  made  pos¬ 
sible  by  two  steps :  First,  the  Monongahela  Street  Railway 
Company  and  the  Suburban  Rapid  Transit  Street  Railway 
Company  made  a  lease  of  their  properties  for  over  900 
years  to  the  Consolidated  Traction  Company,  that  lease 
being  guaranteed  as  to  the  covenants  of  the  lessee  by  Phila¬ 
delphia  Company ;  and  the  Pittsburgh  &  Birmingham  Trac¬ 
tion  Company  made  a  lease  of  its  properties  for  more  thhn 
900  years  to  the  United  Traction  Company  of  Pittsburgh, 
the  covenants  of  lessee  again  being  guaranteed  by  Phila¬ 
delphia  Company.  The  second  step  involved  Consolidated 
Traction  Company,  whose  system  was  thus  enlarged  by  the 
leases  that  I  have  mentioned  from  Monongahela  and  Sub¬ 
urban,  and  the  United  Traction  Company  whose  system  was 
thus  enlarged  by  the  lease  from  Birmingham.  Both  made 
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operating  agreements  with  the  Pittsburgh  Railways  Com¬ 
pany  which  gave  Pittsburgh  Railways  Company  the  right 
to  operate  in  addition  to  its  properties  in  conjunction  with 
its  properties,  properties  of  United  Traction  Company  of 
Pittsburgh  and  the  Consolidated  Traction  Company.  There¬ 
fore,  it  is  obvious  that  the  major  factor  which  made  possible 
the  unification  of  the  street  [152]  railway  operations  in 
Pittsburgh  was  first  the  acquisition  of  control  by  Philadel¬ 
phia  Company  of  Pittsburgh  Railways  Company,  United 
Traction  Company  of  Pittsburgh,  and  Consolidated  Trac¬ 
tion  Company,  and  the  guarantee  by  Philadelphia  Company 
of  the  leases  of  Suburban  and  Monongahela  to  Consolidated 
and  the  lease  from  Pittsburgh  &  Birmingham  Traction  to 
United  Traction  Company  of  Pittsburgh. 

The  Examiner:  That  control  existed  from  1902? 

The  Witness :  That  is  right. 

The  Examiner:  The  presumption  of  law  is  that 
the  control  having  once  been  established  persists  to 
this  day  unless  you  assume  the  burden  to  show  there 
is  no  longer  any  control.  Pequot  Manufacturing 
Company,  46  Fed.  2d. 

The  Witness:  I  stress  the  point  that  I  have  just 
referred  to  because  there  is  one  point  on  which  all 
of  the  parties  in  interest  in  the  pending  bankruptcy 
proceedings  of  Pittsburgh  Railways  Company  can 
agree  upon  and  have  agreed  upon,  and  that  is  that 
the  public  interest  of  the  people  in  Pittsburgh  makes 
it  imperative  that  the  street  railway  operations  in 
that  community  be  conducted  on  a  unified  basis  and 
that  public  interest  was  therefore  served  and  made 
possible  by  the  activities  of  Philadelphia  Company 
in  the  year  1901,  1902,  and  the  period  immediately 
prior  to  that  back  to  1899. 


I 
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By  Mr.  Hackney : 

j 

Q.  The  leases  you  have  referred  to  from  Monongaheli 
and  [153]  Suburban  and  Pittsburgh  &  Birmingham  are  the 
ones  offered  in  evidence  this  morning,  I  believe? 

They  are. 

Q.  What  was  the  result  of  unification,  Mr.  Fleger,  witi 
reference  to  the  transfer  system  and  fare  systems,  and  so 
forth?  A.  Under  the  law  of  Pennsylvania  as  it  then 
existed,  upon  the  making  of  the  agreements  that  I  referred 
to  it  immediately  became  possible  for  the  Pittsburgh  Railt 
ways  Company  to  operate  cars  to  provide  service  over  thei 
tracks  of  the  six  separate  systems  in  the  same  manner  as  it! 
would  have  had  the  tracks  and  properties  of  those  six  sysi 
terns  all  been  owned  by  Pittsburgh  Railways  Company^ 
There  was  an  express  statute  passed  in  Pennsylvania  to 
make  that  possible.  The  net  result  was  that  many  of  tho 
physical  transfers  theretofore  required  were  eliminated 
and  eventually  there  became  installed  a  flat  or  zone  system 
of  fare  which  greatly  simplified  the  matter  of  fare  collec¬ 
tion  and  was  of  considerable  convenience  to  the  car-riding 

public.  i 

j 

Q.  We  have  brought  street  railways  then  up  to  1902,  Mr. 
Fleger.  Let  us  go  back  to  the  electric  business  and  bring 
it  up  a  little  ways. 

[Here  follows  a  discussion  between  the  Examiner  and 
counsel  as  to  whether  Philadelphia  Company  was  still  in 
control  of  the  Pittsburgh  Railways  system  in  view  of  the 
appointment  of  Trustees  for  Pittsburgh  Railways  in  Sec¬ 
tion  77-B  proceedings.]  I 

i 

I 

[155]  A.  As  I  previously  stated,  Philadelphia  Company  j 
first  became  interested  in  the  electric  business  in  that  year,  i 
In  that  year  it  acquired  control  of  all  but  90  shares  of  the 
stock  of  the  Allegheny  County  Light  Company,  The  Alle¬ 
gheny  County  Light  Company  being  the  first  electric  com- 
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pany  chartered  to  do  business  in  Allegheny  County.  It 
was  organized  in  1880  and  acquired  additional  properties 
between  that  year  and  the  year  1899,  and  was  in  that  year, 
as  I  previously  stated,  the  largest  electric  company  operat¬ 
ing  in  the  Pittsburgh  district.  However,  the  electric  busi¬ 
ness  was  in  that  year  still  in  a  relatively  early  stage  of 
development  and  the  property  account,  as  I  previously 
stated,  of  the  Allegheny  County  Light  Company,  which  was 
the  largest  company  then  operating  in  the  Pittsburgh  dis¬ 
trict,  amounted  to  only  about  $2,500,000. 

Q.  Then  what  happened,  Mr.  Fleger,  in  connection  with 
the  development  of  the  electric  business  in  Pittsburgh,  with 
particular  reference  to  Philadelphia  Company?  A. 
There  was  for  that  early  period  relatively  a  [156]  substan¬ 
tial  amount  of  expansion  in  the  period  up  to  about  1913. 
In  the  early  stages  of  that  period  the  Allegheny  County 
Light  Company  absorbed  the  properties  of  a  number  of 
other  separate  operating  electric  companies  and  in  the  year 
1912  the  Philadelphia  Company  acquired  control  of  the 
Duquesne  Light  Company  and  by  the  following  year  the 
properties  of  practically  all  of  the  electric  companies  oper¬ 
ating  in  the  Pittsburgh  district  had  been  absorbed  into  the 
Duquesne  Light  Company,  including  the  properties  of  the 
Allegheny  County  Light  Company.  But  I  would  like  to 
emphasize  that  even  at  that  date,  namely,  1913,  or  33  years 
after  the  commencement  of  the  electric  business  in  Alle¬ 
gheny  County,  the  business  was,  relatively  speaking  and 
contrasted  with  the  status  of  the  industry  today,  relatively 
in  an  early  stage  of  development,  and  that  fact  is  best  illus¬ 
trated  by  pointing  to  the  generating  capacity  of  the  com¬ 
pany  at  that  time,  which  ran  in  the  year  1913  between  60,000 
and  70,000  kilowatts  as  contrasted  with  the  present-day 
capacity  of  the  system  of  624,000  kilowatts. 

Q.  Now,  Mr.  Fleger,  let’s  turn  from  the  electric  busi¬ 
ness  a  minute.  We  left  the  gas  business  in  the  year  1899. 
What  developed  after  1899  in  connection  with  Philadelphia 
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Company’s  operations  in  the  field  of  gas?  A.  During: 
the  period  1899  to  1913  there  was  considerable  expansion: 
of  the  gas  operations  of  the  Philadelphia  Company.  This! 
took  the  form  principally  of  either  the  acquisition  of  [157]; 
properties,  separate  independent  gas  companies,  or  acqui-l 
sition  of  stock  control  of  those  companies,  or  in  some  in-: 
stances  the  leasing  of  their  properties.  By  the  year  1913: 
virtually  all  of  the  natural  gas  properties  that  presently  are 
in  the  Philadelphia  Company  had  been  taken  over  by  the: 
Philadelphia  Company  and  in  that  year  it  made  a  lease! 
of  its  transporting  and  distributing  natural  gas  properties! 
to  its  subsidiary,  the  Equitable  Gas  Company,  and  10  years; 
,  later,  or  in  the  year  1923,  it  leased  the  remaining  natural; 
gas  properties  which  it  owned,  namely,  its  producing  prop-i 
erties,  to  the  Equitable  Gas  Company.  Both  leases  were  for! 
a  term  of  years  that  expire  on  December  1,  1948.  There¬ 
fore,  after  1913  the  Philadelphia  Company  ceased  to  be  aj 
natural  gas  transporting  and  distributing  company  and  in; 
1923  it  had  ceased  entirely  to  operate  any  natural  gas  busi-j 
ness  and  it  has  functioned,  therefore,  as  a  holding  company! 
principally  since  the  year  1923.  However,  in  view  of  the! 
fact  that  it  had  acquired  control  of  electric  and  street  rail-1 
way  operations  in  1899,  one  can  see  that  the  Philadelphia! 
Company  has  operated  as  a  holding  company  for  almost! 
50  years. 

Q.  Holding  company  of  what  businesses,  Mr.  Fleger  ?j 
A.  Of  the  natural  gas  business,  the  electric  business,  the 
street  railway  and  motor  coach  business,  and  a  number  of! 
other  businesses  that  it  caused  to  be  organized  over  the' 
years  as  auxiliary  to  its  basic  operations  and  for  the  pur-: 
pose  of  [158]  supplementing  those  operations  and  in  some! 
instances  avoiding  duplication  of  services  by  the  various; 
companies. 

I 

The  Examiner:  Had  the  Philadelphia  Company; 
been  chartered  under  the  General  Corporation  Act1 
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of  1874  could  it  have  operated  as  a  holding  com¬ 
pany? 

The  Witness:  It  could  have. 

The  Examiner:  For  these  various  properties,  or 
was  it  purely  by  reason  of  the  special  charter,  which 
is  now  of  record? 

The  Witness:  It  was  not  by  reason  of  the  special 
charter.  In  fact,  the  broad  powers,  relatively,  con¬ 
ferred  by  its  charter  of  1871  presents,  and  has  for 
some  years  presented,  a  purely  academic  question 
because  it  is  not  exercising  any  of  those  powers 
except  the  right  to  own  and  for  a  period  operate,  as 
it  did,  natural  gas  properties,  and  the  right  to  own 
stocks  or  securities  of  other  companies,  which  re¬ 
quired  no  special  dispensation  of  power  from  the 
State  of  Pennsylvania. 

Mr.  Guttmann:  Just  for  the  purpose  of  clarifica¬ 
tion,  if  I  may  interrupt  you  for  a  moment,  and  make 
sure  that  I  understand  your  position — at  the  pres¬ 
ent  time,  in  addition  to  the  holding  company  func¬ 
tions  performed  by  Philadelphia  Company,  it  does 
still  own  gas  producing,  transmission  and  distribu¬ 
tion  properties,  does  it  not? 

The  Witness:  It  does.  In  fact,  it  owns  the  greater 
part  of  the  natural  gas  producing,  transporting  and 
distributing  properties  in  Pennsylvania  which  are 
within  the  Philadelphia  [159]  Company  system. 
In  other  words,  the  Equitable  Gas  Company,  which 
operates  the  Philadelphia  Company  properties  under 
the  leases  that  I  have  mentioned,  while  it  owns  some 
property  does  not  own  as  much  property  as  the 
Philadelphia  Company  does  at  the  present  time. 
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By  Mr.  Hackney: 

Q.  Mr.  Fleger,  the  leases  that  you  mentioned  as  of 
December  1,  1913  and  January  1,  1923  are  the  leases  intro+ 
duced  in  evidence  in  this  hearing  already  as  Commission’s 
Exhibits  A-10  and  A-ll,  I  believe?  A.  They  are. 

Q.  Was  it  then  necessary  after  1923  for  Philadelphia 
Company  to  expand  its  natural  gas  producing  operations? 
A.  It  was.  In  the  period  prior  to  the  turn  of  the  century^ 
as  I  previously  mentioned,  it  became  necessary  for  Phila^ 
delphia  Company  to  acquire  natural  gas  properties  in  the 
State  of  West  Virginia,  when  it  became  apparent  that  the 
natural  gas  fields  in  Pennsylvania  were  being  developed 
to  a  marked  degree  and  were  being  rapidly  depleted.  In 
the  early  and  middle  ’20s  there  developed — and  I  think 
this  is  common  knowledge — a  scare  throughout  the  country 
with  regard  to  the  adequacy  of  gas  reserves.  In  fact,  that 
had  a  marked  adverse  effect,  I  believe,  on  the  operations  of 
most  natural  gas  companies.  In  that  period,  in  an  effort 
to  bolster  the  supply  of  gas  which  was  required  to  serve 
the  customers  of  Equitable  Gas  Company,  the  [160]  Phila-! 
delphia  Company  caused  surveys  to  be  made  of  gas  fields 
or  sources  of  supply  in  more  distant  areas  and  that  reH 
suited  in  the  determination  that  the  eastern  part  of  the 
State  of  Kentucky,  specifically  the  Big  Sandy  pool,  which 
was  in  a  very  early  stage  of  development,  gave  the 
greatest  promise  of  gas  production  in  substantial  quan¬ 
tities  at  a  point  that  was  located  within  a  reasonable, 
distance  of  the  Pittsburgh  district.  Accordingly,  the 
Philadelphia  Company — and  in  this  instance  there  was 
collaboration  on  the  part  of  its  parent,  the  Standard  Gas 
and  Electric  Company — caused  to  be  acquired  substantial 
gas-producing  properties  in  the  eastern  part  of  Kentucky.! 
At  that  time  the  Louisville  Gas  &  Electric  Company,  an 
affiliate  of  the  Philadelphia  Company,  had  engaged  in  some 
development  of  the  fields  in  eastern  Kentucky  in  connec¬ 
tion  with  its  natural  gas  operations  in  the  City  of  Louis- 
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ville.  These  operations  were  conducted  by  the  Ivyton 
Oil  &  Gas  Company.  After  it  had  been  determined  that 
the  Philadelphia  Company  should  acquire  additional  gas 
properties  in  eastern  Kentucky  to  guarantee  that  the 
people  of  Pittsburgh,  which  the  Equitable  Gas  Company 
then  served,  would  have  adequate  service,  it  was  deter¬ 
mined  that  could  be  best  accomplished  by  pooling  the  inter¬ 
ests  of  the  Louisville  Gas  &  Electric  Company  and  the 
Philadelphia  Company,  in  so  far  as  the  production  prop¬ 
erties  in  eastern  Kentucky  were  concerned.  This  resulted 
in  the  formation  of  the  Kentucky-West  Virginia  Gas  Com¬ 
pany,  to  which  there  was  conveyed  all  of  [161]  the  prop¬ 
erties  in  eastern  Kentucky,  that  is,  production  properties, 
that  were  controlled  by  Louisville  Gas  &  Electric  Com¬ 
pany  and  all  of  the  natural  gas  properties  that  Phila¬ 
delphia  Company  had  acquired  in  that  section.  The 
Kentucky-West  Virginia  Gas  Company  was  finally  organ¬ 
ized  on  a  basis  which  gave  Philadelphia  Company  a  60 
per  cent  ownership  of  the  voting  stock  of  the  company  and 
Louisville  Gas  &  Electric  Company  a  40  per  cent  owner¬ 
ship  of  stock.  The  company  today  owns  in  fee  in  eastern 
Kentucky  over  800,000  acres  of  gas  rights  and  it  has  under 
lease,  I  believe,  at  the  present  time,  about  180,000  acres 
of  gas-producing  property.  The  foresight  of  Philadelphia 
Company  in  acquiring  these  sources  of  supply  in  eastern 
Kentucky  has  been  clearly  vindicated  by  subsequent  events, 
because  after  the  year  1926  the  production  in  eastern 
Kentucky  more  than  measured  up  to  the  predictions  of 
its  geologists,  and  the  net  result  is  that  the  Equitable 
Gas  Company  has  today  a  very  substantial  supply  of  natu¬ 
ral  gas  which  is  controlled  by  its  parent  company  and 
which  it  is  estimated  has  a  life  of  from  30  to  35  years. 

[Recess.] 

[162]  By  Mr.  Hackney: 

Q.  Mr.  Fleger,  when  we  recessed  this  morning  we  were 
on  the  subject  of  Kentucky-West  Virginia  Gas  Company 
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and  the  acquisition  of  natural  gas  interests  in  eastern 
Kentucky.  Approximately  what  year  were  those  interests 
acquired?  A.  They  were  acquired  around  the  year  1926, 
and  the  Kentucky- West  Virginia  Gas  Company  commenced 
operations  in  either  the  latter  part  of  that  year  or  in  the 
following  year,  1927. 

Q.  And  then  from  1926  down  to  the  present  time  have 
there  been  any  substantial  or  material  developments  in 
connection  with  the  gas  business?  I  am  speaking  historif 
cally.  A.  I  think  I  should  point  out  that  from  a  his¬ 
torical  standpoint  the  net  result  of  Philadelphia  Company 
activities  in  connection  with  the  development  and  financing 
of  the  natural  gas  business  in  the  Pittsburgh  district  is 
that  there  are  today  in  the  Philadelphia  Company  systenl 
five  companies  which  now  own  the  natural  gas  properties 
that  at  one  time  or  another  [163]  between  the  year  1884 
and  the  present  date  were  owned  by  33  separate  coim 
panies.  In  fact,  the  principal  part  of  those  properties  are 
actually  now  owned  by  four  companies.  They  are  the; 
Philadelphia  Company,  the  Equitable  Gas  Company,  thq 
Pittsburgh  &  West  Virginia  Gas  Company  and  the  Kernj 
tucky-West  Virginia  Gas  Company.  The  fifth  company 
that  I  referred  to  in  the  Philadelphia  Company  system  that 
presently  owns  natural  gas  properties  is  a  relatively  small 
gas-producing  company  that  sells  all  of  its  production  to 
Equitable  Gas  Company,  namely,  Finleyville  Oil  &  Gas; 
Company,  and  I  should  mention  that  the  Pittsburgh  &  West 
Virginia  Gas  Company  was  acquired  by  Philadelphia 
Company  as  the  Fairmont  &  Grafton  Gas  Company,! 
operating  in  West  Virginia  in  the  year  1906  and  it  became 
in  1913  the  present  Pittsburgh  &  West  Virginia  Gas  Com-j 
pany  and  eventually  acquired  all  of  the  natural  gas  prop¬ 
erties  in  the  State  of  West  Virginia  that  have  been  con¬ 
trolled  by  the  Philadelphia  Company. 

Q.  Now,  we  left  off  with  the  street  railway  business  in 
the  year  1902.  Will  you  state  please  the  developments  of 
the  street  railway  business  generally  from  the  year  1902 
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to  the  present  time,  so  far  as  Philadelphia  Company  is  con¬ 
cerned?  A.  When  the  unification  of  the  street  railway 
system  in  Pittsburgh  which  I  have  described  took  place  in 
1902,  in  addition  to  the  companies  that  I  mentioned  in  con¬ 
nection  with  that  unification  there  was  under  construction  a 
street  railway  line  of  the  Pittsburgh  &  Charleroi  Street 
Railway  Company.  [164]  That  line  as  eventually  com¬ 
pleted  was  about  50  miles  in  length.  When  the  Phila¬ 
delphia  Company  undertook  the  actions  that  I  have  already 
mentioned  in  1902  it  contracted  to  purchase  or  acquire 
control  of  the  Pittsburgh  &  Charleroi  Street  Railway  Com¬ 
pany,  which  it  did.  With  the  exception  of  that  line  the 
additions  to  the  Pittsburgh  Railways  system  in  terms  of 
trackage  only  exceeded  slightly  more  than  40  miles  in  the 
period  subsequent  to  1902  and  down  to  the  present  date. 

Q.  Now,  in  connection  with  that  same  period  will  you 
tell  us,  please,  as  to  the  reduction  in  the  number  of  com¬ 
panies  in  the  Pittsburgh  Railways  system?  A.  As  I 
have  already  indicated,  when  the  Philadelphia  Company 
first  became  interested  in  the  street  railway  business  in 
Pittsburgh  there  w’ere  six  separate  operating  systems  in 
existence  and  these  systems  were  comprised  of  81  separate 
and  distinct  companies.  At  one  time  or  another,  since  the 
street  railway  operations  were  commenced  in  Pittsburgh 
in  1859,  down  to  the  present  date,  there  have  been  in 
existence  more  than  200  companies  in  the  Pittsburgh  Rail¬ 
ways  system.  That  number  of  companies  has  been  reduced 
to  the  present  number  of  55  and  there  is  included  in  that 
number  the  Pittsburgh  Motor  Coach  Company,  which  was 
organized  by  the  Philadelphia  Company  in  the  1920 ’s  to 
operate  a  motor  bus  service  that  would  supplement  the 
street  railway  service  then  being  furnished  by  the  Pitts¬ 
burgh  Railways  Company. 

[165]  Q.  There  has  been  some  reference  in  the  testi¬ 
mony  so  far  taken,  or,  rather,  in  the  record  in  this  case,  as 
to  the  bankruptcy  of  Pittsburgh  Railways  Company  and 
Pittsburgh  Motor  Coach  Company.  When  were  those  peti- 
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tions  filed  under  77-B?  A.  Pittsburgh  Railways  Com¬ 
pany  and  Pittsburgh  Motor  Coach  Company  each  filed 
voluntary  petitions  for  reorganization  under  Section  77-B 
of  the  Bankruptcy  Act  on  May  10,  1938.  The  two  compa¬ 
nies  were  continued  in  possession  of  their  properties  by  tjie 
Federal  District  Court  until  June  14,  1938,  on  which  date 
trustees  were  appointed  to  operate  the  properties  in  the 
possession  of  the  two  companies.  Shortly  thereafter,  sorpie 
time,  I  believe,  before  the  fall  of  1938,  the  District  Court 
applied  the  provisions  of  Chapter  10  of  the  Bankruptcy  Act 
to  the  Pittsburgh  Railways  Company  and  Pittsburgh  Motor 
Coach  proceedings  in  so  far  as  there  was  involved  the 
preparation,  filing  and  consummation  of  a  plan  of  reorgani¬ 
zation.  Therefore  the  reorganization  of  the  Pittsburgh 
Railways  Company  and  Pittsburgh  Motor  Coach  Company, 
or  the  development  of  a  plan  of  reorganization  for  those 
companies,  has  been  the  responsibility  of  the  trustees  that 
were  appointed  on  June  14  of  1938. 

i 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  you  a  document  which  has  been 
[166]  marked  as  Philadelphia  Exhibit  No.  5.  Will  you 
state  what  that  is,  please?  A.  That  document  is  the 
amended  revised  plan  of  reorganization  filed  by  the  trustees 
of  Pittsburgh  Railways  Company  and  Pittsburgh  Motor 
Coach  Company  with  the  Federal  District  Court  in  the  early 
part  of  1942.  It  is  the  latest  plan  of  reorganization  filed 
by  the  trustees,  and  although  Pittsburgh  Railways  Com¬ 
pany  and  Pittsburgh  Motor  Coach  Company  are  the  only 
two  companies  in  the  Pittsburgh  Railways  system  which 
are  in  bankruptcy,  and  were  in  bankruptcy  at  that  time,  as 
the  plan  indicates,  the  plan  nevertheless  covered  the  re¬ 
organization  of  all  of  the  companies  in  the  Pittsburgh  Rail¬ 
ways  system,  the  plan  stating  on  its  face  that  all  of  the 
parties  in  the  proceedings  recognize  that  a  reorganization 
of  the  Pittsburgh  Railways  Company  and  Pittsburgh  Motor 
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Coach  Company  alone  would  be  impractical  and  not  worth 
while. 

Q.  For  the  purpose  of  the  record,  Mr.  Fleger,  will  you 
state  the  court  in  which  that  reorganization  is  pending,  the 
number  and  term?  A.  This  plan  was  filed  in  the  District 
Court  of  the  United  States  for  the  Western  District  of 
Pennsylvania  in  the  matter  of  Pittsburgh  Railways  Com¬ 
pany,  Debtor,  in  proceedings  for  the  reorganization  of  a 
corporation  at  No.  20225  in  Bankruptcy. 

I  might  add  that  that  plan  was  approved  prior  to  its 
filing  [167]  in  the  Federal  District  Court  by  the  Pennsyl¬ 
vania  Public  Utility  Commission.  In  that  approval  the 
State  Commission  did  not  undertake  to  pass  upon  all  aspects 
of  the  plan,  but  it  did  approve  the  capitalization  provided 
for  in  the  plan  for  the  reorganized  Pittsburgh  Railways 
Company,  which  under  the  plan  was  to  become  the  owner  as 
well  as  the  operator  of  all  of  the  properties  of  the  companies 
in  the  Pittsburgh  Railways  system. 

Mr.  Hackney:  If  the  Examiner  please,  I  now  offer 
in  evidence  Philadelphia  Exhibit  No.  5. 

The  Examiner:  Is  there  objection? 

Mr.  Guttmann:  No  objection. 

The  Examiner:  The  amended  plan  of  reorganiza¬ 
tion  of  the  Pittsburgh  Railways  and  Pittsburgh 
Motor  Coach  Company  will  now  come  in  as  Phila* 
delphia  5. 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  we  have  now  brought  gas  and  transporta¬ 
tion  down  to  1947,  historically.  We  have  left  electricity. 
Will  you  tell  us,  please,  in  general  terms  the  development 
of  Philadelphia’s  subsidiaries’  activities  in  the  electric  busi¬ 
ness  from  1913,  where  we  left  off,  to  the  present  time  ?  A. 
As  I  have  already  indicated,  by  1913  the  Duquesne  Light 
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Company,  which  was  then  a  subsidiary  of  Philadelphia  Com¬ 
pany,  had  absorbed  into  its  operations  by  1913  virtually  all 
[168]  of  the  electric  properties  in  the  Pittsburgh  district, 
this  having  been  accomplished  by  consolidation  or  merger 
or  lease  or  purchase  of  property.  In  fact,  I  believe  the}*e 
were  quite  a  large  number  of  leases  made  as  a  means  of 
taking  over  the  operation  of  the  properties  of  the  separate 
companies.  The  present  Duquesne  Light  Company,  whiqh 
is  the  owner  of  all  of  the  electric  properties  in  the  Phila¬ 
delphia  Company  system,  is  the  result  of  bringing  together 
in  one  fashion  or  another  all  of  these  separate  companies. 
In  fact,  the  Duquesne  Light  Company  is  the  product  of 
bringing  together  the  properties  of  150  electric  companies. 

I 

I  might  add  that  all  of  the  leases  previously  made  were 
eliminated  in  bringing  the  electric  property  setup  down  to 
date,  with  the  exception  of  one.  The  lease  to  which  I  refer 
is  the  lease  between  Duquesne  Light  Company  and  the 
Monongahela  Light  &  Power  Company  and  I  would  like  to 
explain  the  circumstances  of  that  lease,  since  it  is  the  only 
one  that  has  continued  in  existence.  In  1902,  when,  as  I 
previously  stated,  the  Monongahela  Street  Railway  Com¬ 
pany  made  a  lease  of  its  property  to  Consolidated  Traction 
Company,  which  was  guaranteed  by  Philadelphia  Conji- 
pany,  as  a  part  of  the  unification  of  the  street  railway 
system,  the  Allegheny  County  Light  Company,  that  I  also 
previously  mentioned,  and  which  was  controlled  by  Phila¬ 
delphia  Company,  and  a  predecessor  of  Duquesne  Light 
Company,  at  the  same  time  made  a  lease  with  the  Monon¬ 
gahela  [169]  Light  &  Power  Company.  The  Monongahela 
Light  &  Power  Company  properties  were  at  that  time  cofi- 
trolled  by  the  same  interests  which  controlled  the  Monon¬ 
gahela  Street  Railway  Company.  In  other  words,  the  lease 
of  the  Monongahela  Light  &  Power  Company  properties, 
which  was  guaranteed  as  to  the  covenants  of  Allegheny 
County  Light  Company,  now  Duquesne  Light  Company,  as 
was  the  lease  of  Monongahela  Street  Railway  Company  to 
Consolidated  Traction  Company,  was  part  and  parcel  of 
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the  bringing  together  of  all  of  the  street  railway  proper¬ 
ties  in  the  Pittsburgh  district  into  the  single  unified  opera¬ 
tion  that  I  previously  mentioned. 

Mr.  Guttmann:  Just  by  way  of  clarification,  may 
I  ask,  Mr.  Fleger,  at  this  point  whether  that  is  all  as 
recited  in  the  so-called  Mellon  agreement  which  is  in 
evidence  herein  as  Commission’s  Exhibit  A-13? 

The  Witness :  The  plan  of  unification  that  is 
referred  to  in  the  Mellon  agreement  does  make 
specific  reference  to  the  Monongahela  Light  &  Power 
Company  properties  and  lease. 

By  Mr.  Hackney: 

Q.  During  this  period  from  1913  to  1947  what  was  the 
expansion  in  the  kilowatt  capacity  of  Duquesne  Light  Com¬ 
pany?  A.  I  believe  I  stated  before  that  the  electric 
industry,  even  as  late  as  1913,  after  it  had  been  in  existence 
for  33  years,  w^as  at  a  relatively  small  state  of  development 
and  that  the  generating  capacity  in  that  year  was  between 
60,000  and  [170]  70,000  kilowatts.  From  that  year  to  1947 
there  was  the  greatest  expansion  that  has  taken  place  in 
the  electric  industry  in  Pittsburgh.  During  that  period  the 
generating  capacity  was  increased  to  624,000  kilowatts. 

Q.  Now,  passing  from  electricity,  Mr.  Fleger,  during 
this  period  of  development  I  believe  various  other  com¬ 
panies  were  organized  for  the  purpose  of  conducting  inci¬ 
dental  businesses?  A.  Yes,  sir. 

Q.  One  of  those  was  the  Allegheny  County  Steam  Heat¬ 
ing  Company,  I  believe.  Will  you  give  us  a  brief  state¬ 
ment  or  history  of  that  company?  A.  The  Allegheny 
County  Steam  Heating  Company  was  the  first  of  the  other 
companies  in  the  Philadelphia  Company  group  to  be  organ¬ 
ized.  It  was  organized  in  1912  and  it  was  organized  for  the 
purpose  of  taking  over  the  heating  operations  that  had 
theretofore  been  conducted  by  the  various  buildings  and 
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business  institutions  in  Pittsburgh  in  connection  with  their 
own  individual  structures.  By  taking  over  these  private 
heating  plants  the  Duquesne  Light  Company  was  enabled 
to  secure  the  business  of  furnishing  those  buildings,  struct 
tures,  with  electricity,  because  the  furnishing  of  heat  made 
it  economical  for  those  people  to  supply  their  own  elec¬ 
tricity.  When  they  discontinued  their  heating  service  there 
was  no  longer  any  incentive  for  so  doing.  The  steam  heat+ 
ing  company  commenced  operations  in  1912, 1  believe,  with 
just  one  plant,  had  about  [171]  17  customers,  and  I  think 
the  steam  capacity  was  around  3,700  pounds  per  hour,  some^ 
thing  like  that. 

Q.  Who  organized  Allegheny  County  Steam  Heating 
Company?  A.  The  steam  heating  company  was  organ¬ 
ized  by  the  Duquesne  Light  Company,  which  is  the  owner 
of  all  of  the  stock  of  the  steam  heating  company. 

Q.  What  is  the  present  capacity  of  Allegheny  County 
Steam  Heating  Company?  A.  It  has  three  steam  heat¬ 
ing  plants,  one  of  which  has  a  capacity  of  700,000  pounds 
of  steam  per  hour  and  another  of  which  has  a  capacity  of; 
650,000  pounds  of  steam  per  hour  and  the  third  has  a 
capacity  of  144,000  pounds  per  hour. 

I 

Q.  Making  a  total  of  how  much?  A.  It  has  up  to; 
about  a  million  and  a  half  pounds  of  steam  per  hour. 

Q.  Another  company,  I  believe,  organized  in  that  period 
was  the  Cheswick  &  Harmar  Railroad  Company.  Will  | 
you  give  us  a  brief  history  of  that  company?  A.  I 
believe  there  was  one  other  company  organized  before  that, ; 
Mr.  Hackney,  the  Philadelphia  Oil  Company. 

Q.  All  right.  A.  WTiich  was  organized  in  1914.  The 
Philadelphia  Oil  Company  was  organized  by  the  Phila- | 
delphia  Company  in  that  year  for  the  purpose  of  acquiring  i 
and  operating  oil  wells  that  were  discovered  by  the 
Equitable  Gas  Company  and  the  Pittsburgh  &  [172]  West  j 
Virginia  Gas  Company  incident  to  the  exploration  for  j 
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natural  gas,  and  an  arrangement  was  made  between  the 
oil  company  and  the  two  gas  companies  I  have  mentioned 
whereby  when  the  gas  companies  struck  oil  in  drilling  for 
gas  the  oil  company  took  the  well  over  at  cost  and  operated 
it  from  that  time,  and  under  the  arrangement  when  the 
oil  company  encountered  gas  in  exploring  for  oil  the  two 
gas  companies,  depending  upon  the  location  of  the  well, 
would  take  the  well  over  at  cost  and  operate  it. 

Q.  Now,  the  next  company  organized  chronologically 
was  Cheswick  &  Harmar  Railroad  Company,  I  believe? 
A.  Yes,  sir. 

i 

Q.  Give  us  the  history  of  that  company,  please.  A. 
The  Cheswick  &  Harmar  Railroad  Company  was  acquired 
by  the  Philadelphia  Company  in  1916. 

Q.  Was  that  stock  ownership,  or  how?  A.  It  ac¬ 
quired  stock  control  of  that  company  and  continues  to 
have  the  ownership  of  that  stock  today.  It  was  acquired 
in  1916  incident  to  the  acquisition  by  Philadelphia  Com¬ 
pany  of  the  Harwich  Mine  properties,  which  have  since 
been  transferred  to  Duquesne  Light  Company.  The  Har¬ 
wich  Mine  is  the  mine  from  which  the  Duquesne  Light 
Company  obtains  the  coal  which  is  used  in  the  operation 
of  the  Colfax  power  plant  of  Duquesne  Light  Company 
and  the  Cheswick  &  Harmar  Railroad  Company  was  ac¬ 
quired  for  the  purpose  of  transporting  that  coal  from  the 
Harwich  Mine,  a  distance  of  about  one  and  a  quarter 
miles,  to  the  Colfax  power  plant. 

[173]  Q.  When  was  the  next  company  organized?  A. 
The  next  company  organized  was  the  Equitable  Auto 
Company,  which  was  organized  in  1919,  and  commenced 
to  operate  in  1920.  This  company  was  organized  for  the 
purpose  of  furnishing  the  various  types  of  automotive 
service  to  the  companies  in  the  Philadelphia  Company 
system  and  served  the  purpose  of  eliminating  unnecessary 


I 

i 


i 
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and  uneconomical  duplication  of  automotive  service  by 
the  various  companies  in  the  Philadelphia  Company  group. 

i 

j 

Q.  Now,  the  next  company,  please,  Mr.  Fleger?  A. 
The  Equitable  Real  Estate  Company  was  also  organized, 
I  believe,  in  1919.  This  company  was  organized  for  the 
purpose  of  maintaining  and  operating  real  properties  for 
the  joint  occupancy  by  the  companies  in  the  Philadelphia 
Company  system. 

i 

Q.  Does  it  own  the  central  office  building  in  Pittsburgh? 
A.  The  Equitable  Real  Estate  Company  owns  the  building 
located  at  435  Sixth  Avenue,  Pittsburgh,  which  is  occu¬ 
pied  by  the  Philadelphia  Company  and  its  subsidiaries 
and  by  the  trustees  of  the  Pittsburgh  Railways  Company 
and  Pittsburgh  Motor  Coach  Company  as  their  respective 
central  office  headquarters. 


Q.  I  believe  it  is  about  an  eight-  or  ten-story  building? 
A.  It  is  a  nine-story  building. 


Mr.  Guttmann:  May  I  interject  just  a  moment  for 
clarification? 


i 

j 

[174]  Was  that  building  originally  owned  and  con¬ 
structed  by  Equitable  Real  Estate  Company? 


The  Witness:  I  was  going  to  come  to  that  a  little 
later,  Mr.  Guttmann,  but  I  can  answer  vour  question 
now.  The  building  was  partially  in  existence  in 
1924  when  it  was  acquired  by  the  Equitable  Real 
Estate  Company.  In  the  year  following,  an  addition 
was  made  to  the  building  by  the  Equitable  Real 
Estate  Company  which  more  than  doubled  its 
capacity. 

i 

Mr.  Guttmann:  From  whom  was  that  acquired? 

The  Witness:  The  original  structure? 
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Mr.  Guttmann:  Yes,  sir. 

The  Witness:  I  believe  it  was  acquired  from  tbe 
Consolidated  Gas  Company  of  tbe  City  of  Pitts¬ 
burgh,  but  I  would  like  to  have  the  opportunity  to 
verify  that. 

By  Mr.  Hackney: 

Q.  Those,  I  believe,  are  the  miscellaneous  businesses 
now  conducted  by  subsidiaries  of  Philadelphia  Company? 
A.  They  are. 

Q.  Will  you  summarize,  please,  for  us  briefly  this  his¬ 
torical  background  over  which  we  have  been  going  from  the 
period  of  beginning  to  the  present  date?  A.  It  is  a  fact 
that  the  Philadelphia  Company  is  not  a  holding  company 
which  has  acquired  control  of  companies,  including  public 
utility  companies  after  those  companies  had  been  fully  de¬ 
veloped  and  established.  On  the  contrary,  it  is  a  fact  [175] 
that  with  reference  to  the  gas  business,  the  Philadelphia 
Company  established  the  business  from  its  inception  and 
was  responsible  for  its  entire  financing  and  development. 

With  reference  to  the  electric  business,  the  Phila¬ 
delphia  Company  became  interested  in  it  when  it  was  al¬ 
most  in  its  infancy,  at  least  in  a  very  early  stage  of  develop¬ 
ment,  and  it  has  again  been  primarily  responsible  for  the 
financing  and  development  of  that  business  in  the  Pitts¬ 
burgh  district. 

Even  with  reference  to  the  street  railway  business, 
which,  as  I  stated,  had  been  in  existence  approximately 
forty  years  before  Philadelphia  Company  became  inter¬ 
ested  in  it,  in  1899,  the  business  aside  from  being  in  a  rela¬ 
tively  early  stage  of  development  in  so  far  as  electrical 
operation  of  the  railways  was  concerned,  had  much  to  be 
accomplished  in  the  way  of  unification  of  the  many  sepa¬ 
rate  operations  that  existed  at  that  time,  and  the  Phila¬ 
delphia  Company  even  as  to  that  business  primarily  was 
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responsible  for  the  development  of  the  business  into  its 
present  state. 

In  so  far  as  the  auxiliary  operations  are  concerned,  with 
the  exception  of  the  Cheswick  and  Harmar  Railroad  Com¬ 
pany,  those  businesses  were  organized  in  each  instance  by 
the  Philadelphia  Company  for  the  purpose  of  performing 
some  necessary  function  in  connection  with  the  operation 
of  the  gas  or  electric  or  street  railway  business  or  it  w^s 
organized  for  the  purpose  of  furnishing  to  the  variohs 
companies  in  the  group  a  [176]  service  that  more  th^n 
one  of  the  companies  required  on  a  basis  that  enabled  those 
companies  to  obtain  these  services  at  the  most  economic 
cost. 

i 

I  think  that  the  whole  history  of  the  Philadelphia  Com¬ 
pany’s  system,  its  development,  and  the  part  which  ti)e 
Philadelphia  Company  has  played  in  it  clearly  indicates 
that  the  Philadelphia  Company  has  been  primarily  re¬ 
sponsible  for  the  development  of  the  three  vital  public  ser¬ 
vices  now  being  furnished  in  the  Pittsburgh  district,  to 
wit,  the  electric  business,  the  gas  business,  and  the  trans¬ 
portation  business.  I  cannot  believe  that  Congress  in¬ 
tended  by  the  Holding  Company  Act - 

i 

[Objection  by  counsel  for  the  Commission  is  here 
made  and  overruled.] 

j 

The  Witness:  I  cannot  believe  that  Congress 
intended  by  the  Holding  Company  Act  of  1935  to 
reward  a  record  of  public  service  such  as  I  have  out¬ 
lined  with  dismemberment  or  with  liquidation  as  is 
proposed  in  this  proceeding  under  Section  11(b)  (1) 
and  Section  11(b)(2)  of  the  Act. 

i 

[177]  Mr.  Guttmann:  I  respectfully  move  that 
the  answer  be  stricken. 

The  Examiner:  The  motion  will  be  denied.  Yo^l 
may  have  an  exception. 
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By  Mr.  Hackney: 

Q.  Mr.  Fleger,  can  you  tell  us  briefly  something  about 
the  coordinated  operations  of  the  various  businesses  in  this 
period  from  1899  to  date?  A.  The  facts  which  I  have 
outlined  indicate  that  the  electric  and  gas  and  the  street 
railway  businesses  of  the  companies  in  the  Philadelphia 
Company  system  have  been  operated  on  a  coordinated  basis 
since  the  year  1899  or  for  forty-nine  years.  Those  facts 
also  disclose  that  the  other  companies  in  the  system  have 
been  operated  as  a  part  of  the  coordinated  operation  for 
periods  ranging  from  a  minimum  of  twenty-six  years  to  a 
maximum  of  thirty-four  years. 

The  Examiner:  Mr.  Fleger,  did  the  Philadelphia 
Company  ever  consider  or  in  fact  did  they  ever 
operate  water  companies  or  ice  companies? 

The  Witness:  The  Philadelphia  Company  has 
never  to  my  knowledge  been  involved  in  any  way 
since  it  commenced  business  in  Pittsburgh  in  either 
the  water  business  or  the  ice  business. 

Mr.  Hackney:  I  would  like  to  have  another  exhibit 
marked. 

The  Examiner:  It  may  be  marked  Philadelphia  6 
for  identification. 

[178]  By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  you  a  document  which  has  been 
marked  Philadelphia  Exhibit  No.  6.  Will  you  state  what 
that  is,  please?  A.  Philadelphia  Company  Exhibit  6 
consists  of  the  balance  sheet,  Philadelphia  Company,  at 
December  31, 1946  ; 

Statement  of  income  and  earned  surplus  of  Philadelphia 
Company  for  the  years  ended  December  31,  1946,  and 
December  31, 1945 ; 
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A  consolidated  balance  sheet  of  Philadelphia  Company 
and  subsidiaries  not  including  Pittsburgh  Railways  Com¬ 
pany  and  subsidiaries  and  other  street  railway  subsidiaries 
of  Philadelphia  Company  at  December  31, 1946 ; 


A  consolidated  statement  of  income  of  the  Philadelphia 
Company  and  subsidiaries  not  including  Pittsburgh  Rail¬ 
ways  Company  and  subsidiaries  and  other  street  railway 
subsidiaries  of  Philadelphia  Company  for  the  years  ended 
December  31, 1946,  and  December  31, 1945 ; 

A  condensed  balance  sheet  of  Duquesne  Light  Company 
at  December  31,  1946; 

i 

Summaries  of  income  and  earned  surplus  of  Duquesne 
Light  Company  for  the  years  ended  December  31, 1946,  and 
December  31,  1945 ; 


[179]  A  condensed  balance  sheet  of  Equitable  Gas  Com¬ 
pany  at  December  31, 1946 ; 


Summary  of  income  and  deficit  of  the  Equitable  Gas 
Company  for  the  years  ended  December  31,  1945,  and 
December  31, 1946 ; 

A  condensed  balance  sheet  of  Pittsburgh  and  West 
Virginia  Gas  Company  at  December  31,  1946 ; 

Summaries  of  income  and  earned  surplus  of  Pittsburgh 
and  West  Virginia  Gas  Company  for  the  years  ended 
December  31,  1946,  and  for  1945; 


A  condensed  balance  sheet  of  Kentucky-West  Virginia 
Gas  Company  at  December  31,  1946 ; 

Summaries  of  income  and  earned  surplus  of  Kentucky! 
West  Virginia  Gas  Company  for  the  years  ended  Decembeir 
31,  1946,  and  1945; 

j 

Condensed  balance  sheet  of  Allegheny  County  Steam 
Heating  Company  at  December  31,  1946 ; 
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Summaries  of  income  and  earned  surplus  of  Allegheny 
County  Steam  Heating  Company  for  the  years  ended 
December  31,  1946,  and  December  31,  1945 ; 

Condensed  balance  sheet  of  Cheswick  and  Harmar  Rail¬ 
road  Company  at  December  31, 1946 ; 

Summaries  of  income  and  earned  surplus  of  the  Ches¬ 
wick  and  Harmer  Railroad  Company  for  the  years  ended 
December  31,  1946,  and  1945. 

[180]  The  Examiner:  Is  that  railroad  subject  to 
the  jurisdiction  of  the  Interstate  Commerce  Com¬ 
mission? 

The  Witness :  It  is. 

The  Examiner:  It  makes  reports  to  the  Com¬ 
mission? 

The  Witness:  It  does. 

Condensed  balance  sheet  of  Equitable  Auto  Company 
at  December  31,  1946; 

Summaries  of  income  and  earned  surplus  of  Equitable 
Auto  Company  for  the  years  ended  December  31,  1946,  and 
1945; 

Condensed  balance  sheet  of  Equitable  Sales  Company 
for  the  year  ended  December  31,  1946 ; 

Summaries  of  income  and  deficit  of  the  Equitable  Sales 
Company  for  the  years  ended  December  31,  1946,  and  De¬ 
cember  31,  1945; 

Condensed  balance  sheet  of  Finleyville  Oil  &  Gas  Com¬ 
pany  at  December  31,  1946; 

Summaries  of  income  and  deficit  of  Finleyville  Oil  &  Gas 
Company  for  the  years  ended  December  31, 1946,  and  1945 ; 
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Condensed  balance  sheet  of  Equitable  Real  Estate 
Company  at  December  31,  1946; 

Summaries  of  income  and  earned  surplus  of  Equitable 
Real  Estate  Company  for  the  years  ended  December  31, 
1946,  and  1945; 

Condensed  balance  sheet  of  Philadelphia  Oil  Company 
at  December  31,  1946 ; 

i 

Summaries  of  income  and  earned  surplus  of  Philadel¬ 
phia  Oil  [181]  Company  for  the  years  ended  December  31, 
1946,  and  1945. 

There  is  appended  to  those  statements  which  I  have 
enumerated  notes  pertinent  thereto.  The  statements  which 
I  have  just  referred  to  have  been  audited. 

| 

By  Mr.  Hackney: 

Q.  Were  they  prepared  at  your  direction?  A.  These 
statements  were  prepared  at  my  direction  and  under  my 
supervision. 

i 

Mr.  Hackney:  If  the  Examiner  pleases,  I  now 
offer  in  evidence  Philadelphia  Exhibit  No.  6. 

The  Examiner:  Is  there  objection? 

Mr.  Guttmann:  No  objection. 

The  Examiner:  The  financial  statements  just 
identified  will  come  in  as  Philadelphia  6. 

! 

The  Examiner:  You  say  these  statements  have 
been  audited? 

The  Witness:  They  have,  sir. 

The  Examiner:  Could  we  be  supplied  with  the 
certificate  of  the  auditor? 

The  Witness:  Yes,  sir. 


i 

I 

I 

i 
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The  Examiner:  Were  there  any  additional  notes 
to  the  auditor’s  statement  or  are  these  the  notes  as 
certified  by  the  auditor? 

The  Witness:  Those  are  the  notes  as  certified  by 
the  [182]  auditor  as  they  will  appear  in  the  pub¬ 
lished  annual  report  of  the  Philadelphia  Company 
for  the  year  1946. 

The  Examiner:  That  hasn’t  been  printed  as  yet? 

The  Witness:  It  has  not. 

Mr.  Hackney:  If  the  Examiner  pleases,  I  propose 
now  to  turn  to  present  operations  of  the  various 
companies  in  this  system. 

The  Examiner:  Suppose  we  take  a  recess  for  five 
minutes. 

(Recess  taken.) 

The  Examiner:  Let  us  proceed. 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  we  wish  to  discuss  for  a  few  minutes  the 
present  operations  of  Philadelphia  Company  and  its  vari¬ 
ous  subsidiaries.  First,  will  you  describe  the  present  oper¬ 
ations  of  Philadelphia  Company  as  such?  A.  Philadel¬ 
phia  Company  at  the  present  time  is  primarily  a  holding 
company  controlling  directly  or  indirectly  the  various  com¬ 
panies  which  I  have  already  mentioned.  In  addition,  at  the 
present  time  is  the  owner  but  does  not  operate  substantial 
gas  producing,  transporting,  and  distribution  properties 
located  in  the  southwestern  portion  of  Pennsylvania  which 
it  leases  to  its  subsidiary,  Equitable  Gas  Company,  and 
which  that  company  now  operates. 

[183]  Q.  Does  it  own  or  operate  any  other  properties? 
A.  It  does  not. 
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Q.  In  our  historical  discussion  we  began  with  the  gas. 
Now,  Equitable  Gas  Company  is  one  of  the  subsidiaries  of 
the  system.  Will  you  describe  the  present  operations  of  that 
company?  A.  Equitable  Gas  Company  at  the  present 
time  operates  a  natural  gas  producing,  transporting  and 
distributing  business  centering  in  the  City  of  Pittsburgh 
and  covering  other  portions  of  southwestern  Pennsylvania 
adjacent  to  the  city.  The  Equitable  Gas  Company  in  fact 
operates  all  of  the  natural  gas  properties  in  the  Philadel¬ 
phia  Company  system  in  Pennsylvania  with  the  exception 
of  the  small  natural  gas-producing  properties  that  I  pre¬ 
viously  mentioned  as  being  operated  by  the  Finleyville  Oil 
&  Gas  Company.  The  Equitable  Gas  Company  serves  four 
cities,  sixty-three  boroughs,  and  eighty-three  townships, 
having  an  aggregate  population  of  almost  a  million  and  a 
half  persons  and  covering  approximately  500  square  miles. 
In  1946,  the  company  served  about  200,000  customers. 

The  Equitable  Gas  Company  produces  some  of  the  gas 
which  it  distributes,  but  it  obtains  the  great  bulk  of  its  gas 
from  the  Pittsburgh  and  West  Virginia  Gas  Company.  In 
fact,  in  the  year  1946,  it  purchased  82  per  cent  of  its  totaj. 
supply  from  the  Pittsburgh  and  West  Virginia  Gas  Com- 
pany.  That  gas  is  delivered  to  the  Equitable  Gas  Company 
at  the  Pennsylvania-West  [184]  Virginia  state  line  where 
the  main  transmission  lines  of  the  Equitable  Gas  Company 
connect  with  those  of  Pittsburgh  and  West  Virginia  Gas 
Company.  Equitable  Gas  Company  transports  the  gas  from 
that  point  through  its  own  lines  into  its  local  distribution 
system.  In  1934,  or  thereabouts,  the  Equitable  Gas  Com¬ 
pany,  along  with  the  Pittsburgh  and  West  Virginia  Gas 
Company,  commenced  the  development  of  what  has  com^ 
to  be  called  underground  storage  pools.  These  pools  are 
comprised  of  exhausted  natural  gas  wells  that  are  represt 
sured  and  used  as  a  means  of  storing  the  gas  in  the  summer 
months  when  not  required  for  peak  load  and  so  that  the  gas 
can  be  drawn  out  of  the  pool  in  the  winter  period  when  th^ 
load  is  heaviest.  The  Equitable  Gas  Company  and  the  Pitts- 
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burgh  and  West  Virginia  Gas  Company  were  in  fact  in  the 
forefront  of  the  development  of  natural  gas  storage  pools 
on  a  large  scale  in  the  gas  industry.  I  think  that  they  were 
among  the  first  companies  that  had  developed  storage  capac¬ 
ity  underground  in  any  quantity. 

The  Equitable  Gas  Company  at  the  present  time  has  two 
what  are  called  proven  pools  and  three  unproven  pools. 
These  pools  are  located  between  the  local  distribution  sys¬ 
tem  in  and  around  Pittsburgh  and  the  Pennsylvania-West 
Virginia  state  line.  Gas  is  put  into  these  pools  in  the  sum¬ 
mer  months  and  is  held  there  until  required  in  connection 
with  the  winter  peak.  The  pools  have  been  an  important 
economic  factor  because  they  serve  the  purpose  of  gas  trans¬ 
mission  lines  but  the  expense  of  [185]  operating  them  is  not 
as  great  as  the  operation  of  additional  transmission  lines 
because  the  gas  can  be  stored  in  the  pools  in  the  summertime 
and  drawn  out  when  needed  whereas  if  the  pools  are  not 
available  and  line  capacity  was  used  instead,  that  line  ca¬ 
pacity  would  be  idle  throughout  a  large  part  of  the  years. 
In  addition  to  that,  the  storage  pools  avoid  shutting  in  of 
wells  since  they  permit  the  company  to  draw  it  out  of  the 
producing  fields  and  transport  it  up  to  the  storage  pools  and 
store  it  in  the  summer  months.  The  Equitable’s  proven 
pools  have  a  storage  capacity  at  the  present  time,  an  aggre¬ 
gate  capacity,  of  1,200,000,000  cubic  feet.  The  unproven 
pools  have  an  estimated  capacity  of  over  six  billion  cubic 
feet.  At  the  present  time  the  Equitable  Gas  Company  is 
taking  on  a  temporary  basis,  which  will  expire  on  April 
1 - 

Q.  Which  year?  A.  Of  this  year — 11  million  to  12 
million  cubic  feet  of  gas  daily  from  the  Big  Inch  line.  This 
compares  with  about  126  million  cubic  feet  of  gas  taken 
daily  from  the  Pittsburgh  and  West  Virginia  Gas  Com¬ 
pany  in  1946  in  peak  days  and  it  compares  with  155  million 
cubic  feet  of  input  per  day  on  maximum  days  in  1946  from 
the  company’s  own  sources  of  supply,  to  wit,  the  Pittsburgh 
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and  West  Virginia  Gas  Company,  the  storage  pools  of  tlie 
company,  and,  thirdly,  the  production  of  Equitable  Gas 
Company  itself.  The  amount  of  gas  that  will  be  taken  and 
can  be  taken  in  the  future  by  Equitable  Gas  Company  from 
Big  Inch  [186]  Line  will  depend  entirely  on,  first,  the  amount 
of  gas  that  can  be  made  available  from  that  source,  and, 
secondly,  the  price  which  will  have  to  be  paid  for  that  ga$. 
Neither  of  those  factors  is  at  all  certain  at  the  present  time 
because  the  many  gas  companies  which  can  make  connec¬ 
tions  with  Big  Inch  throughout  its  entire  length  have  macfe 
substantial  requests  upon  the  operators  of  the  line  for  gas, 
and  it  is  not  certain  what  allocations  will  be  made  among 
them;  and,  secondly,  in  order  to  operate  the  line  at  capacity, 
it  will  be  necessary  for  the  new  owners  to  construct  con¬ 
siderable  compressor  station  equipment  along  the  line,  and 
there  undoubtedly  will  be  considerable  discussion  before 
it  will  be  determined  finally  at  what  price  the  operators  of 
the  line  can  afford  to  deliver  gas  to  a  company  like  thp 
Equitable  Gas  Company. 

[187]  The  Examiner:  Mr.  Fleger,  you  are  the 
third  witness  who  has  testified  before  this  Trial 
Examiner  that  their  company  originated  the  storage 
of  gas  underground. 

The  Witness:  I  did  not  say  we  originated  it,  Mf. 
Examiner.  I  think  I  said  that  we  were  among  the 
forefront  of  the  companies  that - 

i 

The  Examiner:  If  you  want  this  Commission  to 
base  a  finding  that  you  were  the  first,  or  anything 
else,  you  had  better  tell  us  exactly  when  you  started 
this  storage  underground  and  how  large  it  was.  t 
don’t  know  that  it  is  material,  but  if  you  want  it 
in - 

The  Witness:  I  did  not  intend  to  emphasize,  nor 
did  I  say  that  we  originated  the  underground 
storage  of  gas. 
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I  said,  first,  that  we  were  among  the  forefront  of 
the  gas  companies  in  the  country  that  had  engaged 
in  the  development  of  underground  storage  and, 
secondly,  that  we  were  among  the  first  to  have  de¬ 
veloped  underground  storage  on  a  large  scale. 
There  have,  over  the  years,  been  a  development  of 
underground  storage  pools  as  far  west,  for  example, 
as  Los  Angeles,  but  in  most  instances,  the  extent  of 
the  development,  as  contrasted  with  the  development 
of  the  pools,  by  Equitable  Gas  Company,  and  Pitts¬ 
burgh  and  West  Virginia  Gas  Company,  is  relatively 
small. 

For  example,  in  the  Standard  Gas  System,  even, 
the  Louisville  Gas  and  Electric  Company  has,  along 
with  every  gas  company,  [188]  been  experimenting 
and  trying  to  develop  underground  storage  capacity, 
but  that  company  does  not  have  storage  pools,  that 
can  begin  to  compare  with  pools  that  we  have. 

The  Examiner:  The  witnesses  in  the  Columbia 
case  talked  about  storage  in  West  Virginia  and 
Ohio,  so  did  the  Standard  Oil  companies,  the  Con¬ 
solidated  Gas  Company  now;  so  did  the  Common¬ 
wealth  &  Southern  in  Michigan,  and  I  don’t  recall 
how  big  it  was,  but  if  you  have  any  figures  on  it  and 
you  want  a  finding  on  it,  why,  let’s  have  it. 

The  Witness:  I  have  given  the  figures  on  the 
capacity  of  the  pools  of  Equitable  Gas  Company  and 
I  propose  to  give  the  figures  on  the  pools  of  the 
Pittsburgh  &  West  Virginia  Gas  Company,  and  I 
think  the  figures  will  permit  the  Commission  to  make 
a  comparison  of  the  development  that  we  have  en¬ 
gaged  in,  contrasted  with  these  other  companies. 

Mr.  Guttmann:  Could  I  interrupt  one  moment, 
Mr.  Hackney,  for  clarification? 

You  spoke  of  proven  and  unproven  pools.  What 
do  you  mean  by  an  unproven  pool? 
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The  Witness:  A  proven  pool  is  a  pool  that  has 
been  repressured  and  over  a  period  of  time  has 
demonstrated  that  its  structure  is  such  that  it  will 
hold  the  pressure  and  gas  will  not  escape  in  sub¬ 
stantial  quantities.  Unproven  pools  are  pools  which 
are  in  the  process  of  development  and  have  yet  to 
demonstrate  finally  that  if  repressured,  up  to  the 
necessary  [189]  point  that  they  will  hold  the  pressure 
and  can  be  operated  without  the  loss  of  more  thap 
a  nominal  amount  of  gas. 

| 

Mr.  Guttmann:  Thank  you. 

j 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  in  connection  with  the  operations  of 
Equitable  Gas  Company,  what  is  its  primary  function! 
What  is  it  engaged  in  primarily?  A.  The  Equitable  Gas 
Company  is  primarily  engaged  in  the  local  distribution  of 
natural  gas  at  retail,  serving  residential,  commercial  ancjl 
industrial  customers  in  the  Pittsburgh  district  and  in  a 
few  communities  outside  that  district,  all  in  southwestern 
Pennsylvania. 

Q.  Now,  the  next  company  in  the  gas  system  is  the 
Pittsburgh  &  West  Virginia  Gas  Company.  Would  you 
describe  for  us,  please,  the  present  operations  of  that 
company ?  A.  The  Pittsburgh  &  West  Virginia  Gas 
Company  is  primarily  a  producing  and  transporting  com* 
pany.  It  does  furnish  and  sell  some  natural  gas  service 
at  retail,  the  principal  local  distribution  system  of  that 
company  being  located  in  Grafton,  West  Virginia,  but  the 
retail  service  rendered  by  that  company  is  relatively  small 
when  compared  with  its  total  operations.  The  primary 
function  of  that  company  is  to  produce  gas  and  transport 
it  to  the  Pennsylvania-West  Virginia  State  Line  for  delivery 
to  Equitable  Gas  Company,  and,  secondly,  to  buy  such  gas 
as  it  can  in  West  Virginia  and  to  buy  gas  from  Keni 
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[190]  tucky-West  Virginia  Gas  Company  for  the  Equitable 
Gas  Company’s  use.  The  Pittsburgh  &  West  Virginia  Gas 
Company  sells  by  far  the  greater  part  of  its  gas  to 
Equitable  Gas  Company,  and  in  1946  it  sold  88  per  cent  of 
the  gas  to  Equitable.  In  addition  it  buys  most  of  its  gas 
from  Kentucky-West  Virginia  Gas  Company,  and  in  1946, 
its  purchases  from  Kentucky-West  Virginia  amounted  to 
63  per  cent  of  its  total  gas  supply,  and  I  might  explain 
here  that  the  gas  which  Pittsburgh  &  West  Virginia  Gas 
Company  buys  from  Kentucky-West  Virginia  Gas  Com¬ 
pany  is  not  actually  delivered  to  it  and  by  it  in  turn  trans¬ 
mitted  to  Equitable  Gas  Company.  That  gas  is  bought 
from  Kentucky- West  Virginia  Gas  Company  and  under  an 
exchange  agreement  with  United  Fuel  Gas  Company,  a 
subsidiary  of  the  Columbia  Gas  and  Electric  Company,  in 
no  way  affiliated  with  the  companies  in  the  Philadelphia 
group,  and  it  is  delivered  by  Kentucky-West  Virginia  Gas 
Company  to  a  subsidiary  of  United  Fuel  Gas  Company, 
namely,  the  Warfield  Natural  Gas  Company  in  Kentucky, 
and  the  United  Fuel  Gas  Company  in  turn  delivers  in 
exchange  an  equal  quantity  of  gas  to  Pittsburgh  &  West 
Virginia  Gas  Company  at  Cedarville  in  the  northern  part 
of  the  State  of  West  Virginia. 

This  exchange  agreement  was  first  entered  into  in  1927 
and  it  was  subsequently  renewed  in  1941. 

The  agreement  was  made  when  we  were  satisfied  that 
it  would  provide  a  more  economical  means  of  getting  up 
to  Pitts-  [191]  burgh  the  gas  supply  which  we  had  obtained 
in  Kentucky  than  would  be  possible  through  the  construc¬ 
tion  of  our  own  lines.  However,  under  the  terms  of  the  pres¬ 
ent  contract  with  United  Fuel  Gas  Company,  which  has  20 
years  to  run  from  1941,  the  Pittsburgh  &  West  Virginia 
Gas  Company  is  given  express  power  to  terminate  the 
contract  after  notice  to  United  Fuel  Gas  Company.  On 
the  contrary,  United  Fuel  Gas  Company  has  no  right  to 
terminate  the  contract.  The  right  to  revoke  the  contract 
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was  inserted  at  the  insistence  of  Pittsburgh  &  West  Virginia 
Gas  Company,  in  order  that  the  Company  could  at  all 
times  be  in  a  position  to  construct  its  own  line  or  facilities 
to  take  the  gas  directly  from  Kentucky,  in  the  event  it 
appeared,  under  conditions  that  might  obtain  in  the  futurb, 
that  that  was  a  more  economical  means  of  achieving 
end. 

The  Pittsburgh  &  West  Virginia  Gas  Company  has  two 
proven  storage  pools  and  one  unproven  storage  pool  ad¬ 
jacent  to  its  transmission  lines  in  Northern  West  Virginia. 
The  two  proven  pools  have  an  aggregate  capacity  of  about 
4,000,000,000  cubic  feet  and  the  unproven  pool  has  an 
estimated  capacity  of  around  600,000,000  cubic  feet  of  gas. 
Those  pools,  I  might  say,  are  located  at  points  that  are 
relatively  close  to  the  transmission  lines  of  Pittsburgh  & 
West  Virginia  Gas  Company.  Consequently,  that  compan^ 
is  able  to  buy  from  Kentucky  West  Virginia  Gas  Company 
and  to  receive  in  exchange  from  United  Fuel  Gas  Company 
gas  in  large  quantities  throughout  [192]  the  summer 
months : 

| 

For  example,  the  deliveries  to  Pittsburgh  and  West 
Virginia  Gas  Company  in  the  summer  months  of  1946 
greatly  exceeded  the  deliveries  in  the  winter  months,  arnjl 
amounted  to  more  than  65,000,000  cubic  feet  per  day.  This 
permits  the  Pittsburgh  &  West  Virginia  Gas  Company  to 
either  store  that  gas  in  these  pools  throughout  the  summer 
months,  or  to  transmit  it  to  Equitable  Gas  Company  for  its 
sale  or  storage  in  the  pools  of  Equitable  Gas  Company  in 
the  State  of  Pennsylvania,  and  the  supply  of  gas  thu$ 
accumulated  in  the  summer  months  becomes  available  for 
the  winter  peak,  which  is  usually  experienced  betweeh 
November  and  March. 

j 

Q.  Where  do  the  transmission  lines  of  Pittsburgh  and 
West  Virginia  connect  with  Equitable?  A.  I  believe  1 
indicated  that  they  connect  with  the  Equitable  lines  at  the 
Pennsylvania-West  Virginia  State  Line. 

j 

i 

l 
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Q.  And  Pittsburgh  &  West  Virginia  conducts  no  oper¬ 
ations  in  Pennsylvania?  A.  The  operations  of  Pitts¬ 
burgh  &  West  Virginia  Gas  Company  are  confined  entirely 
to  the  State  of  West  Virginia. 

Q.  Our  next  company  is - 

Mr.  Guttmann:  Excuse  me,  Mr.  Hackney. 

Before  leaving  Pittsburgh  &  West  Virginia  Gas 
Company,  and  in  stating  the  functions  of  the  Com¬ 
pany,  I  don’t  believe  that  you  stated  whether  or  not 
it  is  a  registered  holding  [193]  company? 

The  Witness:  I  did  not,  but  the  answer  is  that 
it  is  a  registered  holding  company,  and  that  status 
arises  by  reason  of  the  fact  that  it  owns  all  of  the 
stock  of  the  Equitable  Gas  Company,  which  is  a  pub¬ 
lic  utility  company  within  the  meaning  of  the  Hold¬ 
ing  Company  Act. 

Mr.  Guttmann:  And  one  further  question,  if  I 
may,  just  by  way  of  clarification. 

The  exchange  agreement  with  United  to  which 
you  referred  is  that  at  the  present  time  the  subject 
of  litigation  between  your  Company  and  United? 

A.  It  is.  I  might  just  say  a  word  about  that.  The  ex¬ 
change  agreement  that  was  made  in  1941  provides  for  two 
kinds  of  charges,  one,  primary  exchange  charges  and  sec¬ 
ondly,  secondary  exchange  charges.  Primary  exchange 
charges  are  lower  than  the  secondary  and  the  primary 
exchange  charges  apply  to  gas  delivered  by  United  Fuel 
Gas  Company  under  certain  circumstances  described  in  the 
contract.  Secondary  charges  likewise  apply  to  gas  de¬ 
livered  under  different  circumstances  described  in  the 
agreement. 

About  a  year  or  so  ago  the  United  Fuel  Gas  Company 
notified  us,  Pittsburgh  and  West  Virginia  Gas  Company, 
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of  its  intention  to  charge  secondary  rates  for  some  or  aU 
of  the  gas  delivered  under  the  exchange  agreement.  We 
did  not  feel  that  the  rates  were  applicable  under  the  cir¬ 
cumstances,  and  the  suit  to  which  [194]  Mr.  Guttmann 
refers  was  an  action  which  Pittsburgh  &  West  Virginia 
Gas  Company  instituted  in  the  West  Virginia  State  Courts, 
seeking  a  declaratory  judgment  for  the  purpose,  not  merely 
of  settling  the  question  of  the  proper  charge  to  be  madb, 
but  any  other  questions  that  might  be  involved  in  thp 
administration  of  the  contract.  That  case  is  about  ready 
for  trial,  but  has  not  actually  been  tried. 

i 

i 

Mr.  Guttmann:  Thank  you,  Mr.  Hackney. 

By  Mr.  Hackney : 

Q.  Our  next  company,  Mr.  Fleger,  is  Kentucky-West 
Virginia  Gas  Company.  Is  that  a  gas  utility  company- 
under  the  Holding  Company  Act?  A.  The  Kentucky- 
West  Virginia  Gas  Company,  by  reason  of  the  small  amount 
of  gas  which  it  sells  at  retail,  is  not  a  public  utility  com¬ 
pany  under  the  rules  of  the  SEC  as  promulgated  undet 
the  provisions  of  the  Holding  Company  Act. 

i 

Mr.  Guttmann:  By  way  of  clarification,  may  I  ask 
one  question? 

i 

Have  you  applied  for  and  received  an  exemption 
from  the  SEC? 

The  Witness:  None  is  required  under  the  rule$ 
of  the  Commission,  Mr.  Guttmann;  under  U-7  of 
the  Commission  the  exemption  is  automatic  under 
certain  conditions  that  apply. 

Mr.  Guttmann:  Is  it  not  a  fact,  Mr.  Fleger,  that 
at  one  time  you  did  apply  for  such  exemption  and 
withdrew  your  applica-  [195]  tion? 

The  Witness:  I  am  not  certain  about  that.  I 
think  it  is  so,  but  I  would  assume  that  it  was  with* 
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drawn  because  it  was  concluded  it  was  unnecessary, 
because  Rule  U-7  of  tbe  Securities  and  Exchange 
Commission,  which  is  entitled  “Companies  deemed 
not  to  be  electric  or  gas  utility  companies”  reads: 

“  (a)  Any  company  which  is  primarily  engaged 
in  one  or  more  businesses  other  than  the  business 
of  any  electric  or  gas  utility  company,  shall  not  be 
deemed  an  electric  or  gas  utility  company  within 
the  meaning  of  section  2(a)(3)  or  section  2(a)(4) 
of  the  Act  if  the  gross  sales  of  electric  energy,  or 
of  natural  or  manufactured  gas  distributed  at 
retail  by  means  of  the  facilities  owned  or  oper¬ 
ated  by  such  ‘company,  did  not  exceed  $100,000 
during  the  previous  calendar  year.” 

The  Kentucky-West  Virginia  Gas  Company’s 
sales  of  gas  at  retail  have  at  all  times  been  on  an 
annual  basis  less  than  the  amount  specified  in  this 
rule. 

By  Mr.  Hackney: 

Q.  Now,  Mr.  Fleger,  will  you  describe  for  us,  please,  the 
present  operations  of  Kentucky-West  Virginia  Gas  Com¬ 
pany?  A.  The  Kentucky-West  Virginia  Gas  Company 
is  a  natural  gas  producing  company  operating  in  the  east¬ 
ern  part  of  Kentucky.  This  company  sells  practically  all 
of  its  production  to  the  Pittsburgh  &  West  Virginia  Gas 
Company,  and  to  the  Louisville  [196]  Gas  and  Electric 
Company. 

In  1946  it  sold  about  80  per  cent  of  its  production,  or  its 
sales,  to  Pittsburgh  &  West  Virginia  Gas  Company,  and 
about  16  per  cent  to  the  Louisville  Gas  and  Electric  Com¬ 
pany. 

The  remainder  of  its  sales  of  gas  in  relatively  small 
quantities  are  to  municipalities  or,  in  one  or  two  instances, 
to  industries  in  Eastern  Kentucky,  and  in  a  few  isolated 
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instances,  individual  customers  who  have  points  of  con¬ 
nection  with  the  gathering  lines  of  the  company,  are  fur¬ 
nished  gas  at  retail. 

i 

The  Company  has  not,  however,  undertaken  to  operate 
in  any  substantial  scale  as  a  natural  gas  distributing  com-  j 
pany.  j 

The  gas  sold  to  Pittsburgh  &  West  Virginia  Gas  Com-  i 
pany  is  delivered  primarily  at  Dwale  and  Maytown,  Ken¬ 
tucky,  and  the  gas  sold  to  Louisville  Gas  &  Electric  Com¬ 
pany  is  delivered  into  a  12-inch  line  which  the  Louisville  j 
Gas  &  Electric  Company  operates  from  the  City  of  Louis-  | 
ville  to  Eastern  Kentucky. 

The  Company,  as  I  have  previously  stated,  owns  in  fee  i 
over  800,000  acres  of  gas  rights,  and  has  under  lease  180,000 
acres  of  natural  gas  lands,  and  the  present  estimated  life 
of  the  Company’s  reserves  in  the  light  of  the  anticipated  j 
demands  of  its  customers  is  now  between  30  and  35  years,  j 

Q.  Where  are  these  natural  gas  rights  and  leases?  A-  j 
They  are  located  primarily  in  Eastern  Kentucky.  Depend-  j 
ir.g  upon  what  you  want  to  call  Eastern  Kentucky,  it  may 
be  [197]  said  that  some  of  them  extend  into  part  of  Cen-  j 
tral  Kentucky,  but  the  properties  are  limited  to  a  relatively 
compact  area  in  the  State  of  Kentucky,  centering  around 
Floyd  County. 

Q.  Is  Pittsburgh  &  West  Virginia  Gas  Company  or 
Equitable  Gas  Company  dependent  upon  Kentucky-West 
Virginia  Gas  Company  for  gas  supply?  A.  They  defi-  | 
nitely  are.  We  know  of  no  supply  of  gas  that  would  be 
adequate  to  meet  the  needs  of  the  Equitable  Gas  Company 
and  the  Pittsburgh  &  West  Virginia  Gas  Company  that 
could  be  obtained  from  any  other  source  that  is  now  known 
at  a  price  which  the  companies  could  afford  to  pay. 


i 


[Recess.] 


i 
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[198]  Q.  I  believe  yon  have  not  finished  yonr  answer.  ; 

A.  No.  I  would  like  to  add  to  that  that  in  our  judg¬ 
ment  the  control  of  the  gas  supply  represented  by  the 
reserves  of  the  Kentucky-West  Virginia  Gas  Company  has 
a  very  material  impact  on  the  value  of  the  distribution  prop¬ 
erties  of  the  Equitable  Gas  Company,  for  the  reason  that 
if  that  supply  of  gas  were  not  under  our  control,  the  supply 
situation  of  Equitable  Gas  Company  would  undoubtedly  in¬ 
volve  many  problems  which  would  be  bound  to  reflect  values 
of  its  properties.  ■ 

Q.  Mr.  Fleger,  a  few  minutes  ago  Mr.  Guttmann  asked  j 
you  with  reference  to  the  application  of  Buie  U-7,  as  to 
whether  or  not  you  were  a  gas  company.  I  believe  during 
the  recess  your  recollection  has  been  refreshed  by  a  con¬ 
ference  with  one  of  your  associate  counsel?  A.  It  has. 

Q.  Will  you  state  the  facts,  please?  A.  The  facts  j 
are  that  an  application  was  filed  with  the  Securities  and 
Exchange  Commission  on  behalf  of  Kentucky-West  Vir¬ 
ginia  Gas  Company  asking  that  that  company  be  exempted 
from  the  status  of  a  public  utility  company  within  the  mean¬ 
ing  of  the  provisions  of  the  Holding  Company  Act.  The 
Commission  did  not  take  any  action  on  this  application  for 
some  period  of  time  and  eventually  wrote  a  letter  to  the 
company  calling  attention  to  the  fact  that  it  was  entitled  to 
an  automatic  [199]  exemption  under  the  Commission’s  1 
rules  and  suggesting  that  the  application  be  withdrawn,  and 
it  was  accordingly  withdrawn.  Evidence  of  that  corre¬ 
spondence  will  be  found  in  the  Commission’s  files. 

!  | 

Q.  The  next  company  engaged  in  the  gas  business  is  the 
Finleyville  Oil  &  Gas  Company.  Will  you  describe  its  \ 
present  operations  ?  A.  The  Finleyville  Oil  &  Gas  Com¬ 
pany  is,  as  I  have  said  before,  a  small  producing  company  i 
operating  in  Pennsylvania  which - 

' 

Q.  Is  it  operating  near  Pittsburgh?  A.  Yes,  it  is,  I 
quite  close  to  Pittsburgh,  and  which  sells  all  of  its  pro-  i 
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duction  to  the  Equitable  Gas  Company.  This  company  also 
is  not  a  utility  company  within  the  meaning  of  the  Holding 
Company  Act  by  reason  of  the  fact  that  it  is  accorded  an 
automatic  exemption  under  Rule  U-7,  as  is  the  case  with 
Kentucky-West  Virginia. 

Q.  The  next  company,  Mr.  Fleger,  is  Philadelphia  Oil 
Company.  Please  describe  its  present  operations.  A. 
This  company,  as  I  also  previously  stated,  takes  over  from 
Pittsburgh  and  West  Virginia  Gas  Company  and  Equitable 
Gas  Company  any  oil  wells  which  the  latter  companies  dis+ 
cover  in  the  process  of  exploring  for  natural  gas.  At  the 
present  time  the  Philadelphia  Oil  Company’s  operations 
are  confined  entirely  to  the  State  of  West  Virginia.  I  also 
believe  that,  with  the  [200]  exception  of  one  natural  gas 
well,  which  it  has  not  completed  the  disposition  of,  its  opera-* 
tions  are  confined  entirely  to  oil  wells,  and  it  is,  of  course, 
not  a  public  utility  company  within  the  meaning  of  the  Hold¬ 
ing  Company  Act. 

Q.  That  I  believe  finishes  the  gas  companies,  Mr.j 
Fleger?  A.  It  does. 

Q.  Next  let’s  turn  to  the  Pittsburgh  Railways  Company. 
You  have  described  the  unified  operation  of  that  system 
prior  to  June  14, 1938  in  your  previous  testimony,  I  believe. 
What  does  that  company  do  now  under  the  operation  of  the 
trustees?  A.  The  company  does  not  engage  in  any  oper-, 
ations  at  the  present  time,  those  operations  having  been 
assumed  on  June  14,  1938  by  the  trustees  appointed  by  the 
Federal  District  Court  that  I  have  previously  referred  to.  i 
Prior  to  the  appointment  of  the  trustees  the  Pittsburgh 
Railways  Company  operated  a  unified  street  railway  sys- 1 
tern  in  the  City  of  Pittsburgh  and  adjoining  communities,  i 
providing  a  passenger  service  by  means  of  electric  railway 
cars.  In  addition  it  operated  a  limited  amount  of  freight 
service  over  its  interurban  lines  from  the  City  of  Pittsburgh  j 
to  points  in  Washington  County.  The  company  utilized  in  ! 
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the  operation  of  its  system  the  properties  and  franchises 
of  52  separate  companies.  The  system  as  it  was  constituted 
at  that  time,  that  is,  prior  to  June  14,  1938,  consisted  of 
about  500  miles  of  single  track.  The  system  has,  of  course, 
as  I  have  already  stated,  been  operated  by  trustees  [201] 
since  June  14,  1938. 

The  company  serves  83  communities  in  Allegheny  and 
Washington  counties,  having  an  aggregate  population  of 
about  1,300,000. 

I  would  like  to  state  that  the  Pittsburgh  Railways  Com¬ 
pany  prior  to  the  appointment  of  trustees  in  1938  played 
an  important  part  in  the  development  of  the  present 
modern  rolling  stock  of  street  railway  companies.  Some 
years  ago  it  developed  the  first  low-floor,  lightweight, 
center-door  type  of  street  car.  The  person  primarily  re¬ 
sponsible  for  this  was  Mr.  Frank  R.  Phillips,  who  was 
then  identified  with  the  Pittsburgh  Railways  Company  and 
subsequently  became  its  president.  That  car,  for  example, 
reduced  the  weight  of  the  car  from  50,000  pounds  to  37,000 
pounds  and  was  estimated  to  have  effected  a  savings  of 
approximately  $200,000  a  year  in  power  costs. 

[202]  After  the  development  of  the  low-floor,  light¬ 
weight,  center-door  car,  the  Pittsburgh  Railways  Company 
again  took  the  lead  in  the  modernization  of  its  equipment 
by  rewinding  the  motors  of  all  of  these  cars  and  produc¬ 
ing  what  came  to  be  known  as  the  higher-speed  car.  This 
car  was  capable  of  accelerating  and  decelerating  at  a  much 
more  rapid  rate  than  the  cars  that  had  theretofore  been 
in  use. 

Subsequently  the  Pittsburgh  Railways  Company,  along 
with  some  of  the  principal  traction  companies  in  the  coun¬ 
try,  formed  what  was  called  the  President’s  Conference 
Committee  that  was  responsible  for  the  development  of  the 
modern  streamlined  car  which  is  called  the  PCC  or  Presi¬ 
dent’s  Conference  Committee  car.  Mr.  Fitzgerald,  who 
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was  then  vice-president  and  general  manager  of  the  Pitts¬ 
burgh  Railways  Company,  and  Mr.  W.  T.  Rossell,  who  was 
then  immediately  under  Mr.  Fitzgerald,  played  a  very  im¬ 
portant  part  in  encouraging  the  research  of  the  committee 
that  resulted  in  the  development  of  that  car.  It  was  natural 
therefore  that  the  Pittsburgh  Railways  Company  should 
be  the  company  which  came  eventually  to  have  the  largest 
fleet  of  PCC  cars  that  are  being  operated  in  the  country 
today.  That  is  notwithstanding  the  fact  that  there  are1  a 
number  of  other  systems  in  the  country  which  are  muph 
larger  than  the  Pittsburgh  system  and  use  considerably 

more  rolling  stock.  i 

i 

Q.  About  how  many  cars  are  there  today,  PCC  cars? 
A.  There  are  in  operation  on  the  system  today  500  new 
[203]  street  cars.  I  would  also  like  to  say  in  that  connec¬ 
tion  that  coupled  with  the  development  of  the  low-floor, 
lightweight,  center-door  car,  and  the  PCC  car,  which  also 
is  a  center-door  type  of  car,  the  Pittsburgh  Railways  sys¬ 
tem  was  probably  the  first  major  traction  system  in  the 
country  to  adapt  its  operations  to  100  per  cent  one-man  car 
operation.  The  significance  of  that,  of  course,  is  apparent 
when  you  consider  that  the  largest  element  of  cost  in  oper¬ 
ating  a  street  railway  is  what  is  called,  I  believe,  in  the 
industry  the  platform  cost,  or  the  cost  of  the  man,  or  in  the 
case  of  the  two-man  car,  the  men  that  actually  operate 
the  cars. 

i 

Q.  Where  does  the  system  derive  its  power,  Mr.  Fleger  ? 
A.  The  Pittsburgh  Railways  Company  derives  its  power 
from  the  Duquesne  Light  Company.  I  believe  that  the 
Duquesne  Light  Company’s  gross  income  from  this  sourcp 
amounts  to  around  $1,750,000. 

Q.  In  what  period?  A.  Annually.  j 

Q.  The  Pittsburgh  Motor  Coach  Company,  will  you  tell 
us  about  that  company,  please?  A.  The  Pittsburgh 
Motor  Coach  Company,  which  was  organized  in  the  1920 ’s 


l 

i 


274a  Testimony — Philip  A.  Fleger — Direct. 

to  operate  a  supplementary  bus  service  in  the  Pittsburgh 
district  operates  a  system  of  motor  bus  lines  for  the  trans¬ 
portation  of  passengers  in  the  Pittsburgh  district  and  in 
the  adjacent  communities.  This  company’s  operations  or 

[204]  lines  can  be  divided  into  two  general  classifications : 
first,  the  through  routes,  so-called,  which  operate  a  through 
service  from  the  downtown  business  district  to  points  in 
the  outlying  sections  of  the  Pittsburgh  district.  These 
routes  were  installed  primarily  to  serve  or  bolster  the 
service  rendered  to  areas  in  the  Pittsburgh  district  where 
the  walk  to  and  from  the  street  car  line  was  probably  of 
such  length  that  unless  a  service  of  this  type  were  provided 
considerable  traffic  would  be  lost  to  private  automobiles. 
The  other  class  of  routes  are  the  feeder  and  shuttle  routes. 
The  feeder  routes  are  routes  which  are  installed  in  com¬ 
munities  at  the  outer  fringes  of  the  street  railway  system 
that  are  in  process  of  development  and  where  the  traffic  is 
not  heavy  enough  to  justify  the  operation  of  the  street 
railway  line.  These  routes  operate  through  the  new  terri¬ 
tories  and  carry  their  passengers  to  a  point  of  connection 
in  some  outlying  section  with  the  street  railway  lines,  at 
which  points  passengers  transfer  to  the  street  car  lines  in 
order  to  reach  the  downtown  business  district. 

The  shuttle  routes  are  routes  that  were  installed  to 
service  such  districts  and  also  establish  districts  that  did 
not  have  complete  service  through  the  medium  of  operating 
from  a  point  of  connection  with  one  street  car  to  a  point  of 
connection  with  another  street  car  line.  The  routes  in  the 
latter  category  of  feeder  and  shuttle  routes  are,  generally 

[205]  speaking,  very  short  routes. 

Q.  How  many  communities  are  served  by  the  coach 
system,  Mr.  Fleger?  A.  Pittsburgh  Motor  Coach  Com¬ 
pany  serves  48  communities,  having  an  aggregate  popula¬ 
tion  of  slightly  more  than  a  million  persons. 

Q.  Let  us  turn  to  Duquesne  Light  Company.  Will  you 
describe  for  us,  please,  the  present  operations  of  that 
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company?  A.  The  Duquesne  Light  Company  is  pres¬ 
ently  engaged  in  the  generation,  transmission,  and  distribu¬ 
tion  of  electric  light,  heat,  and  power  in  Allegheny,  Beaver, 
and  Westmoreland  counties.  The  bulls  of  the  properties  is 
located  in  Allegheny  County,  although  there  are  substantial 
operations  in  Beaver  County.  The  operations  in  West¬ 
moreland  County  are  not  very  extensive.  I  might  say  that 
the  three  counties  I  mentioned  are  all  contiguous,  or  ad¬ 
joining  to  one  another. 

The  company  serves  142  communities,  having  an  aggre¬ 
gate  population  of  about  1,400,000  people,  covering  an  area 
of  about  800  square  miles.  In  1946  the  customers  served 
amounted  to  about  370,000.  The  company  at  the  present 
time  operates  five  separate  generating  plants,  having  aU 
aggregate  capacity  of  624,000  kilowatts. 

Q.  A  rated  capacity?  A.  That  is  the  nameplate  or 
rated  capacity  of  the  plants.  These  five  plants  are  tied 
together  by  what  is  called  a  ring  [206]  transmission  system 
that  is  in  the  form  of  a  figure  eight.  Three  of  these  plants* 
the  Reed  station,  the  Brunot  Island  station,  and  the  Stam- 
wix  plant  are  located  at  the  waist-line  of  the  figure  eighty 
and  the  Colfax  plant  is  located  at  one  extremity  of  the  figur^ 
and  the  Phillips  station  is  located  at  the  other  extremity. 

The  company  generates  all  of  its  electric  light,  heat, 
and  power  by  means  of  steam.  It  has  no  hydroelectric 
operations. 

j 

Duquesne  Light  Company  has  been  one  of  the  pioneer 
electric  companies  in  the  application  of  electricity  to  indus¬ 
trial  uses.  The  outstanding  example  of  that  activity  of  th^ 
company  is  the  installation  of  one  of  the  first,  if  not  the 
first,  electric  furnaces  which  took  place  in  Pittsburgh  in  the, 
year  1906,  when  the  electric  business  was  still  in  a  very 
early  stage  of  development. 

Q.  You  mean  by  electric  furnace  one  used  in  the  manu¬ 
facturing  of  steel?  A.  That  is  correct. 
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Q.  Will  you  continue,  please?  A.  The  Duquesne 
Light  Company,  which,  as  I  stated,  generates  all  of  its  light, 
heat,  and  power  by  means  of  steam,  obtains  most  of  its  coal 
from  sources  which  it  controls.  At  the  present  time  in  fact 
the  Duquesne  Light  Company  controls  approximately 
39,000,000  tons  of  minable  coal.  This  coal  is  all,  with  the 
exception  of  the  Harwich  Mine  coal,  susceptible  [207]  of 
transportation  by  river  barge  to  the  respective  plants  of 
the  company,  a  factor  which  of  course  contributes  to  a 
relatively  low  cost  of  fuel. 

Q.  That  is,  the  mine  itself  is  on  the  river  and  the  plants 
consuming  it  are  also  on  the  river?  A.  That  is  correct. 
The  Harwich  Mine,  as  I  previously  stated,  which  is  an 
exception,  is  located  only  one  and  one-quarter  miles  from 
the  Colfax  power  plant  and  the  coal  is  hauled  from  the 
mine  to  the  plant  by  means  of  Cheswich  &  Harmar  Railroad 
Company,  and  therefore  does  not  entail  large  transporta¬ 
tion  costs. 

The  Duquesne  Light  Company  has  in  fact  acquired  in 
the  last  three  or  four  years  two  additional  substantial 
tracts  of  coal  which  can  be  mined  by  the  means  of  its  pres¬ 
ent  facilities  and  which  can  lihewise  be  transported  to  its 
plants  by  river  barge.  At  that  time  an  estimate  of  the 
probable  life  of  the  coal  reserves  of  the  company  indicated 
that  the  life  of  the  coal  reserves  at  the  Warwick  Mine, 
which  can  supply  coal  to  Reed  station,  Brunot  Island  sta¬ 
tion,  Stanwix  station,  and  Phillips  station,  was  estimated 
to  be  about  30  years.  At  the  same  time  the  life  of  the 
coal  reserves  at  Harwich  Mine,  which  as  I  stated  serves 
Colfax  power  station,  was  estimated  to  be  about  20  years. 

In  addition  to  these  coal  reserves,  the  Duquesne  Light 
Company  from  time  to  time  purchases  coal  in  the  open 
market,  [208]  depending  upon  market  conditions,  and 
whether  or  not  the  coal  can  be  obtained  at  a  price  which 
enables  it  to  conserve  its  own  coal  resources  without  incur¬ 
ring  excessive  costs.  In  fact,  in  recent  years  since  the 
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construction  of  the  Phillips  power  plant  at  the  one  extrem¬ 
ity  of  Duquesne  Light  Company’s  ring  system,  arrange¬ 
ments  were  made  to  buy  coal  for  that  plant  from  an  out¬ 
side  source  when  it  appeared  that  coal  that  could  be  mined 
by  means  of  strip  mining  operations  was  reasonably  ac¬ 
cessible  to  the  Phillips  plant  and  could  be  transported  a 
relatively  short  distance  by  means  of  motor  truck.  The 
amount  of  coal  that  Duquesne  Light  Company  has  bought 
in  the  open  market  has,  of  course,  varied  from  year  to  year. 
Generally  speaking,  I  think  that  until  the  construction  of 
the  Phillips  station,  the  coal  purchases  were  substantially 
less  than  10  per  cent  of  the  total  fuel  consumption  of  tjie 
company.  Since  1942  the  coal  purchases  have  increased 
materially  but  still  do  not  represent  a  major  part  of  the 
fuel  consumption  of  the  company. 

Q.  Do  you  have  any  interconnections  with  other  power 
companies,  Mr.  Fleger?  A.  We  do.  We  have  inter¬ 
connections  with  the  West  Penn  Power  Company,  the  Penn¬ 
sylvania  Power  Company,  and  the  Ohio  Edison  Company. 
These  interconnections  have  a  maximum  capacity  of  80,000 
kilowatts ;  that  is,  the  interconnection  is  physically  capable 

of  handling  80,000  kilowatts  but  no  more. 

’ 

Q.  You  mentioned  the  ring  system  a  few  minutes  agb, 
the  [209]  ring  transmission  system.  What  is  the  operating 
voltage  of  that  system?  A.  The  operating  voltage  of 
that  system  is  66,000  volts. 

Q.  Let  us  turn  to  some  of  the  auxiliary  operations  of 
the  companies  in  the  system.  Allegheny  County  Steam 
Heating  Company.  You  have  mentioned  the  capacities  of 
those  plants  at  prior  places  in  your  testimony.  Will  you 
describe  the  operations  of  that  company?  A.  Yes.  Th|e 
Allegheny  County  Steam  Heating  Company  furnishes  steam 
heating  service  to  various  customers  in  the  principal  busi¬ 
ness  section  of  the  City  of  Pittsburgh.  As  I  previously 
stated,  it  has  three  steam  plants  at  the  present  time, 
having  total  capacity  of  about  a  million  and  a  half  pounds 

| 
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of  steam  per  hour.  One  of  its  plants  is  located  in  the 
same  plant  as  one  of  Duquesne  Light  Company’s  plants, 
the  Stanwick  plant,  and  the  Duquesne  Light  Company 
Stanwix  plant  exhausts  steam  into  the  system  of  the 
Allegheny  County  Steam  Heating  Company.  As  I  pre¬ 
viously  indicated,  the  steam  heating  company’s  operations 
have  enabled  the  Duquesne  Light  Company  to  obtain  elec¬ 
tric  business  from  buildings  in  the  principal  business  sec¬ 
tion  which  it  would  not  otherwise  have  been  able  to  obtain 
because  as  long  as  those  buildings  were  furnishing  their 
own  heat,  it  was  more  economical  for  them  to  supply  their 
own  electric  service. 

Q.  How  many  customers  does  Allegheny  County  Steam 
Heating  Company  have?  A.  It  has  414  customers  con¬ 
trasted  with  the  17  with  which  [210]  it  started  business 
in  1912. 

Q.  Let  us  turn  to  Cheswick  &  Harmar  Railroad  Com¬ 
pany.  Will  you  describe  its  present  operations,  please? 
A.  Cheswick  &  Harmar  Railroad  Company,  as  I  previously 
stated,  operates  a  railroad  by  means  of  steam  locomotives 
from  the  mouth  of  the  Harwich  Mine,  one  and  one-quarter 
miles  to  the  Colfax  power  plant.  Practically  all  of  its  busi¬ 
ness  consists  of  the  transportation  of  coal  from  the  Harwich 
Mine  to  the  Colfax  plant,  and  I  believe,  as  a  matter  of  fact, 
it  only  has  one  or  two,  possibly  two,  other  customers  for 
whom  it  transports  sand. 

[211]  Q.  Let  us  turn  to  Equitable  Auto  Company. 
Will  you  describe  its  present  operations  ?  A.  The  Equi¬ 
table  Auto  Company  is  a  registered  service  company, 
approved  by  the  Securities  and  Exchange  Commission. 

Q.  Will  you  make  a  reference  to  that  file.  It  is  File  No. 
37-34.  A.  This  company  maintains  and  in  some  instances 
supervises  the  furnishing  of  automotive  service  to  the  vari¬ 
ous  companies  in  the  Philadelphia  Company  group,  and 
the  trustees  of  the  Pittsburgh  Railways  Company  and  Pitts- 
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burgh  Motor  Coach  Company.  Some  of  the  principal  ser¬ 
vices  are  these:  The  Pittsburgh  Motor  Coach  Company 
operates  a  substantial  fleet  of  motor  busses,  now  of  course 
being  operated  by  the  trustees.  These  busses  are  main¬ 
tained  by  the  Equitable  Auto  Company.  Also,  the  other 
companies  in  the  Philadelphia  Company  group  have  need 
for  special  truck  equipment,  for  example,  special  equipment 
used  by  Duquesne  Light  Company  in  setting  poles,  special 
equipment  used  by  Pittsburgh  Railways  Company  in  the 
maintenance  of  its  track  and  overhead  system,  and  pas¬ 
senger  vehicle  equipment  which  is  used  for  various  pur¬ 
poses,  including  the  reading  of  meters  at  outlying  points  oil 
the  gas  and  electric  system.  The  Equitable  Auto  Company 
maintains  all  of  this  equipment  for  the  subsidiary  com¬ 
panies.  In  addition,  where  certain  equipment  can  be  util¬ 
ized  by  more  than  one  company  in  the  group,  the  Equitable 
Auto  Company  owns  and  main-  [212]  tains  the  equipment 
for  those  companies.  An  illustration  of  that  situation  is 
the  cars  which  are  used  to  read  electric  and  gas  meters. 
In  many  instances  naturally  there  are  in  the  same  home 
both  an  electric  and  a  gas  meter.  Whereas  the  Duquesne 
Light  Company  would  have  to  have  automotive  equipment 
of  its  own  and  a  meter  reader  to  read  its  electric  meter  and 
the  Equitable  Gas  Company  would  have  to  do  likewise  if  it 
were  not  for  the  Equitable  Auto  Company,  under  the  pres¬ 
ent  operation  one  man  using  one  car  reads  both  the  electrib 
and  gas  meters  where  an  Equitable  Gas  Company  meter  is 
located  in  the  same  house  as  a  Duquesne  Light  Company 
meter.  The  services  of  this  company  are  furnished  to  the 
subsidiary  companies  in  the  Philadelphia  Company  group 
at  cost,  the  cost  including  a  return  on  capital  profitably 
employed  in  accordance  with  the  SEC’s  standards. 

Q.  Our  next  company  then  is  Equitable  Real  Estate 
Company.  Will  you  describe  its  operations,  please?  A. 
The  Equitable  Real  Estate  Company  owns  real  properties 
which  are  maintained  singly  or  jointly  by  various  companies 
in  the  Philadelphia  Company  group.  The  principal  prop- 
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erty,  as  I  previously  mentioned,  is  the  property  at  435  Sixth 
Avenue,  which  serves  as  the  main  office  headquarters  for  all 
of  the  companies  in  the  Philadelphia  group,  and,  in  addition, 
the  trustees  of  Pittsburgh  Railways  Company  and  Pitts¬ 
burgh  Motor  Coach  Company.  The  other  main  real  prop¬ 
erty  owned  by  the  [213]  Equitable  Real  Estate  Company  is 
the  Lexington  Avenue  garage  which  serves  as  the  main 
garage  of  the  Pittsburgh  Motor  Coach  Company  and  also 
the  main  headquarters  of  the  Equitable  Auto  Company. 
The  majority  of  the  other  properties  are  leased,  that  is,  the 
majority  of  the  other  properties  of  Equitable  Real  Estate 
Company,  to  the  subsidiaries  of  Philadelphia  Company  or 
to  the  trustees  of  Pittsburgh  Railways  Company  or  Pitts¬ 
burgh  Motor  Coach  Company. 

Q.  Mr.  Fleger,  I  believe  one  of  your  companies  which 
you  had  at  one  time  was  Equitable  Sales  Company.  A. 
Yes.  That  company  at  one  time  operated  a  sales  appliance 
business  involving  the  merchandising  of  electrical  appli¬ 
ances  and  gas  appliances.  Just  before  the  war  the  opera¬ 
tions  of  that  company  were  discontinued  and  it  has  been  in 
process  of  dissolution  ever  since.  At  the  present  time,  the 
Equitable  Gas  Company  continues  to  engage  in  the  mer¬ 
chandising  of  gas  appliances.  This,  however,  is  done 
through  the  Equitable  Gas  Company’s  own  organization. 
The  Duquesne  Light  Company,  however,  is  not  at  the 
present  time  engaging  in  the  merchandising  of  electrical 
appliances.  The  reason  for  the  difference  in  the  policies 
of  the  two  companies  in  this  respect  is  this :  It  is  generally 
recognized  in  the  natural  gas  business  that  the  quality  of 
gas  appliances  varies  greatly  and  that  the  natural  gas 
companies  must,  in  order  to  insure  that  their  customers 
will  buy  appliances  of  only  the  better  quality  and  will  not 
in-  [214]  volve  therefore  unnecessary  service  interruptions, 
engage  in  merchandising  as  the  only  effective  means  of 
educating  their  customers  to  recognizing  the  better  quality 
of  appliances.  I  think  I  am  correct  in  saying  that  this  is 
the  policy  that  is  pursued  by  most  natural  gas  distributing 
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companies  in  the  country.  On  the  other  hand,  the  electric 
power  companies  have,  on  the  contrary,  come  to  recognize! 
that  most  of  the  electrical  appliances  are  being  manufac+ 
tured  today  by  reputable  firms  and  most  of  the  appliances 
are  of  high-grade  quality  and  it  is  not  necessary  therefore 
for  the  electric  companies  themselves  to  engage  in  merchant 
dising  as  a  means  of  assuring  that  their  customers  will  be 
using  the  most  dependable  appliances.  The  electric  com¬ 
panies  have  adopted,  in  most  instances,  a  policy  of  dealer 
cooperation,  I  believe,  which  involves  helping  dealers  in 
electric  appliances  to  educate  and  encourage  people  with 
respect  to  the  uses  of  electricity. 

j 

Mr.  Hackney:  Will  you  mark  this  exhibit,  please  ? 

j 

Mr.  Guttmann:  Before  you  proceed,  if  I  may  sug¬ 
gest,  it  might  be  helpful  for  the  record  if  you  would 
also  just  briefly  cover  Consolidated  Gas  Company! 
of  Pittsburgh,  which  is  one  of  the  companies  named.! 

Mr.  Hackney:  I  was  going  to  finish  this  exhibit: 
and  then  I  was  going  to  suggest  that  possibly  it 
might  be  wise  to  ad-  [215]  journ  until  tomorrow 
morning,  Mr.  Guttmann,  when  we  can  resume  with 
Consolidated  Gas. 

j 

Mr.  Guttmann:  All  right. 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  you  Philadelphia’s  Exhibit  No.j 
7.  Will  you  tell  us  please  what  that  exhibit  is  ?  A.  Phila-i 
delphia  Company’s  Exhibit  No.  7  is  a  duplicate  of  the  map| 
which  is  attached  to  the  answer  of  Philadelphia  Company 
and  certain  of  its  subsidiaries  in  these  proceedings  and 
shows  the  gas  transportation  facilities  and  electric  gen-' 
eration  and  transmission  facilities  of  the  companies  in  the! 
Philadelphia  Company  system  which  are  public  utility 
companies  and  defined  under  the  Holding  Company  Act. 
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Q.  The  lines  in  red  I  believe  indicate  the  transmission 
lines  of  Duqnesne  Light  Company!  A.  They  do. 

Q.  Those  are  the  lines  which  you  testified  are  situated 
in  and  about  Pittsburgh!  A.  They  are. 

Q.  The  blue  lines  indicate  the  transmission  lines  of  the 
gas  companies  in  the  Philadelphia  Company  system!  A. 
That  is  correct. 

Mr.  Hackney:  I  offer  in  evidence,  if  Your  Honor 
please,  Philadelphia  Exhibit  7. 

Mr.  Guttmann:  All  right.  No  objection. 

[216]  The  Examiner:  All  right.  The  map  will 
come  in  as  Philadelphia  7. 

[Recess,  followed  by  motion  by  Philadelphia  Company, 
et  al.,  for  a  60-dav  adjournment  to  enable  respondents  to 
further  prepare  their  case  and  to  complete  certain  econo¬ 
mies  studies,  which  motion  the  Examiner  stated  had  been 
transmitted  to  the  Commission;  followed  by  a  request  by 
respondents  for  leave  to  file  a  written  motion  and  brief 
pertaining  to  certain  other  rulings  of  the  Examiner.] 

[230]  By  Mr.  Hackney: 

[231]  Q.  Mr.  Fleger,  when  we  adjourned  yesterday  we 
were  discussing  Philadelphia  Company  Exhibit  7,  being  the 
map  which  was  attached  and  made  a  part  of  the  respond¬ 
ent’s  answer.  I  believe  you  were  in  the  midst  of  explaining 
that  map.  Will  you  please  continue  with  your  explanation 
of  that?  A.  I  stated  yesterday  that  Philadelphia  Com¬ 
pany  Exhibit  7  was  a  map  which  was  a  duplicate  of  the  map 
attached  to  the  answer  of  Philadelphia  Company  and  cer¬ 
tain  of  its  subsidiaries  in  this  proceeding,  and  that  it  showed 
the  gas  transportation  facilities  and  the  electric  generation 
and  transmission  facilities  of  the  companies  in  the  Phila¬ 
delphia  Company  group  which  are  public  utility  companies 
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as  defined  under  the  Holding  Company  Act.  The  systems 
indicated  on  this  map,  the  red  lines  designating  facilities  of 
Duquesne  Light  Company  and  the  blue  lines  designating 
facilities  of  Equitable  Gas  Company  and  Pittsburgh  and 
West  Virginia  Gas  Company  represent  the  systems  which 
Philadelphia  Company  contends  constitute  a  single  inte¬ 
grated  public  utility  system  within  the  meaning  of  the 
Holding  Company  Act.  The  map  in  question  shows  that, 
first,  the  facilities  comprising  the  single  integrated  public 
utility  system  are  located  in  the  same  general  geographic 
area  and  in  effect  center  in  the  City  of  Pittsburgh.  The  map 
further  shows  that  while  the  facilities  comprising  this  sysf 
tem  are  located  in  two  states,  that  all  of  these  facilities  ar^ 
confined  to  the  extreme  southwesterly  corner  of  the  State  of 
Pennsylvania  and  [232]  the  immediately  adjoining  north¬ 
erly  portion  of  the  State  of  West  Virginia.  The  map  fur-f 
ther  shows  that  the  single  integrated  system  comprised  of 
the  companies  and  facilities  shown  on  the  map  serve  an  area 
which  is  considerably  smaller  than  the  area  served  by  a 
number  of  systems  which  have  been  approved  by  the 
Securities  and  Exchange  Commission  as  constituting  single, 
integrated  systems  within  the  meaning  of  the  Holding  Com-| 
pany  Act.  While  the  map  does  not  show  all  of  the  facilities 
of  Duquesne  Light  Company,  Equitable  Gas  Company, 
and  Pittsburgh  &  West  Virginia  Gas  Company,  particularly 
the  detailed  distribution  systems,  the  property  that  is  noti 
shown  is  located  immediately  adjacent  to  the  principal 
properties  shown  on  the  map. 

[Here  follows  a  re-offer  of  Philadelphia  Exhibit  7,i 
which  was  admitted  in  evidence.] 

Mr.  Guttmann:  I  would  like  to  just  ask  one  ques-j 
tion  for  clarification,  if  I  may.  It  is  a  fact,  is  it  not,  I 
Mr.  Fleger,  that  the  findings  and  opinion  of  this 
Commission  in  the  Standard  Power  and  Light  case 
et  al.,  back  in  August  1941,  found  and  concluded  that 
the  properties  of  Duquesne  Light  Company  consti- ! 
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tuted  [233]  integrated  public  utility  system  within 
the  meaning  of  Section  2(a) (29) (A)! 

The  Witness:  I  believe,  Mr.  Guttmann,  that  the 
order  which  you  refer  to  is  the  order  whereby  the 
Securities  and  Exchange  Commission  in  effect  ap¬ 
proved  the  plan  of  Standard  Gas  and  Electric  Com¬ 
pany  to  dispose  of  all  of  its  holdings  except  Phila¬ 
delphia  Company  and  Public  Utility  Engineering 
and  Service  Company  and  reserved  jurisdiction  as 
to  certain  questions  affecting  the  status  of  the  Phila¬ 
delphia  Company  system  under  the  Holding  Com¬ 
pany  Act. 

Mr.  Guttmann:  That  is  the  order  to  which  I  refer. 

The  Witness:  If  that  is  the  order  to  which  you 
refer,  I  agree,  that  the  Commission  held  in  that  order 
that  the  Duquesne  Light  Company  system  as  it  then 
existed  constituted  a  single  integrated  public  utility 
system  within  the  meaning  of  Section  2(a)  (29)  (A). 

Mr.  Guttmann:  The  clarification  that  I  was  seek¬ 
ing  to  have  on  the  record  is  whether  or  not  when  you, 
in  describing  Exhibit  7,  referred  to  single  integrated 
system  you  were  using  that  term  in  keeping  with  the 
findings  of  the  Commission  or  whether  you  were 
expanding  for  the  purpose  of  definition. 

The  Witness:  I  think  my  answer  will  show,  Mr. 
Guttmann,  that  I  started  out  by  stating  that  the  map 
in  question  showed  the  properties  which  the  Phila¬ 
delphia  Company  contended  constituted  a  single 
integrated  system  within  the  meaning  of  the 
[234]  Holding  Company  Act.  I  did  not  intend  to 
say  and  I  do  not  believe  that  I  said  that  it  showed 
the  properties  that  the  Commission  held  or  recog¬ 
nizes  as  a  single  integrated  system. 

Mr.  Guttmann:  Thank  you,  sir. 
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Mr.  Hackney:  May  the  record  show  that  the  order 
referred  to  by  Mr.  Guttmann  was  the  order  of  this 
Commission  on  August  8, 1941,  entered  in  the  matter 
of  Standard  Power  and  Light  Corporation,  Standard. 
Gas  and  Electric  Company,  at  Pile  No.  59-9,  reported 
in  9  S.  E.  C.  862,  being  the  findings  and  opinion  of 
the  Commission  in  that  matter  which  was  introduced 
in  evidence  as  Philadelphia  Company  Exhibit  1. 

| 

Mr.  Guttmann:  That  is  correct. 

i 

By  Mr.  Hackney:  j 

Q.  Mr.  Fleger,  at  the  close  of  yesterday’s  hearing  Mr. 
Guttmann  asked  that  you  make  a  statement  as  to  the  present 
operations  of  Consolidated  Gas  Company  of  the  City  of 
Pittsburgh.  What  are  the  present  operations  of  that  com¬ 
pany?  A.  The  Consolidated  Gas  Company  of  the  City 
of  Pittsburgh  does  not  at  the  present  time  have  any  opera¬ 
tions  nor  does  it  own  any  property.  I  will  in  connection 
with  a  subsequent  phase  of  my  testimony  explain  further 
the  nature  of  the  present  status  of  that  company. 

Q.  Mr.  Fleger,  I  want  to  pass  now  from  the  matter  of 
present  operations  to  the  matter  of  rates  of  these  various 
utility  companies  and  other  companies  in  the  Philadelphia 
Company  [235]  system.  Let  us  turn  to  Duquesne  Light 
Company.  Will  you  give  a  description,  please,  of  the  rate 
schedule  of  Duquesne  Light  Company,  the  rate  schedule 
presently  in  effect?  A.  The  Duquesne  Light  Company 
has  three  basic  rate  schedules.  There  are  rate  C,  rate  V, 
and  rate  W. 

Eate  C,  which  might  be  generally  considered  to  be  the 
residential  rate,  is  applicable  to  customers  having  a  maxi-! 
mum  billing  demand  of  one  Kva  or  less.  Rate  V,  which 
might  be  generally  described  as  the  commercial  and  small 
industrial  rate,  is  applicable  to  customers  having  a  maxi¬ 
mum  billing  demand  of  more  than  one  Kva  but  not  greater 
than  five  Kva.  Eate  W,  which  might  be  termed  the  general 


i 
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industrial  rate  schedule,  is  applicable  to  customers  having 
a  maximum  billing  demand  of  more  than  five  Kva  but  not 
more  than  18,000  Kva. 

The  rate  C  which  I  referred  to  is  divided  into  three 
blocks. 

Q.  Excuse  me,  Mr.  Fleger.  About  what  per  cent  of 
Duquesne’s  customers  is  rate  C  applicable  to?  A.  Rate 
C  covers  at  the  present  time  about  90  per  cent  of  the  cus¬ 
tomers  of  Duquesne  Light  Company. 

Q.  Will  you  proceed  then  with  the  description  of  rate  C  ? 
A.  Rate  C  is  divided  into  three  blocks,  having  a  monthly 
charge  of  five  cents  per  kilowatt  hour  for  the  first  40  kilo¬ 
watt  hours,  three  cents  per  kilowatt  hour  for  the  next  60 
kilowatt  hours,  and  1.7  cents  for  all  kilowatt  hours  in  excess 
[236]  of  100.  The  rate  provides  for  a  minimum  monthly 
charge  of  50  cents. 

Rate  V,  which  I  have  referred  to  as  the  commercial  rate, 
is  divided  into  three  blocks  also.  The  monthly  charge  for 
each  block  is  the  same  as  rate  C  except  that  the  number  of 
kilowatt  hours  in  the  first  block  is  determined  by  multiply¬ 
ing  the  customer’s  billing  demand  by  40,  and  the  second 
block  by  multiplying  the  customer’s  billing  demand  by  60. 
The  third  block  includes  all  energy  in  excess  of  that  in  the 
first  two  blocks.  There  is  a  minimum  charge  of  50  cents 
per  Kva  of  billing  demand. 

Rate  W  is  a  two-part  rate  under  which  the  customer  is 
billed  monthly  for  the  sum  of  a  demand  and  energy  charge. 
Those  charges  are  detailed  in  the  rate  schedule  and  vary 
for  certain  blocks  of  demand. 

Q.  How  about  the  rate  for  street  lighting  purposes,  Mr. 
Fleger?  A.  There  is  a  special  rate  for  street  lighting 
purposes  and  that  rate  is  a  rate  that  contemplates  a  single 
charge  for  energy  for  use  of  street  lighting  facilities  sup¬ 
plied  by  the  company  and  for  the  maintenance  of  those 
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facilities  by  the  company.  The  street  lighting  rate  is  at 
the  present  time  the  subject  of  a  complaint  proceedings 
before  the  Pennsylvania  Public  Utility  Commission.  The 
proceedings  were  brought  by  the  City  of  Pittsburgh,  which 
contended  that  the  rate  should  be  broken  down  so  that  there 
is  a  separate  charge  for  energy  and  [237]  a  separate  charge 
for  the  other  elements  of  service  involved  in  street  lighting. 
The  case  has  been  heard  by  the  Commission  and  the  matter 
is  now  before  it  for  disposition. 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  you  an  exhibit  which  has  beep 
marked  as  Philadelphia  Exhibit  No.  8.  Is  that  the  schedule 
of  rates  of  Duquesne  Light  Company  presently  in  effect? 
A.  It  is.  I  might  add,  Mr.  Hackney,  that  that  schedule  will 
also  show  that  the  service  to  Pittsburgh  Railways  Company 
trustees  is  provided  under  what  is  called  rate  J.  That  rate  ig 
by  its  terms  only  applicable  to  the  street  railway  service 
and  in  view  of  the  affiliation  that  had  existed  between  th^ 
Duquesne  Light  Company  and  Pittsburgh  Railways  Coup 
pany  when  that  rate  was  first  filed  with  the  Commission,  ][ 
would  like  to  point  out  that  some  years  ago  the  Traction 
Conference  Board,  which  was  a  bipartisan  board  set  up 
pursuant  to  agreement  between  the  Philadelphia  Company] 
the  Pittsburgh  Railways  Company,  and  the  City  of  Pitts-i 
burgh  and  other  municipalities  incident  to  the  termination) 
of  the  receivership  of  the  Pittsburgh  Railways  Company  in 
1924  and  1925,  and  which  provided  for  representation 
[238]  on  the  Board  of  the  Pittsburgh  Railways  Company] 
the  City  of  Pittsburgh  and  other  municipalities,  and  the 
general  public,  the  Chairman  of  the  Board  being  an  apn 
pointee  of  the  City  of  Pittsburgh,  all  for  the  purpose  of: 
having  this  Board  keep  in  touch  with  and  to  some  extent 
supervise  certain  aspects  of  the  railway’s  operations  speci-l 
fied  in  the  agreement,  undertook  an  investigation  of  the 
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contract  under  which  Dnquesne  Light  Company  provided 
power  to  the  Pittsburgh  Railways  Company  for  the  pur¬ 
pose  of  determining  whether  or  not  the  charges  being  made 
were  reasonable. 

That  investigation  involved  the  Board’s  looking  at  the 
power  rates  of,  I  believe,  about  four  or  five  companies  in 
other  cities  which  the  Board  considered  presented  com¬ 
parable  situations  to  that  in  Pittsburgh  and  the  Board  as 
a  result  of  its  investigation  advised  the  parties,  the  munici¬ 
palities  who  were  parties  to  the  agreement  that  I  referred 
to,  and  the  company  that  the  rates  charged  by  Duquesne 
Light  Company  for  power  used  by  the  Pittsburgh  Railways 
system  were  fair  and  reasonable.  There  has  been  no  basic 
changes  in  the  method  of  computing  the  charges  since  that 
date. 

£239]  Mr.  Guttmann:  I  would  like  to  ask  just  one 
clarifying  question.  The  rates  of  Duquesne  are  sub¬ 
ject  to  regulation  by  the  Pennsylvania  Public  Utility 
Commission? 

The  Witness:  I  propose  to  come  to  that  subject 
of  regulation  at  a  later  stage,  Mr.  Guttmann. 

Mr.  Guttmann:  And  this  Exhibit  8  contains  all  of 
the  rates,  all  of  the  rate  schedules  now  in  effect  of 
Duquesne  Light  Company? 

The  Witness:  It  does. 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  now  show  you  an  exhibit  which  has 
been  marked  Philadelphia  Exhibit  No.  9.  Will  you  explain 
what  that  exhibit  is,  please?  A.  Philadelphia  Company 
Exhibit  No.  9  is  a  comparison  of  typical  net  monthly  bills 
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as  of  January  1,  1946,  for  residential  electric  service  in 
major  communities  served  by  utility  companies  in  Penn¬ 
sylvania,  and  it  contains  a  comparison,  therefore,  of  the 
bills  mentioned  of  Duquesne  Light  Company  customers  with 
the  bills  of  customers  of  the  other  companies  in  twelve 
major  communities  in  Pennsylvania. 

Q.  There  are  two  penciled  corrections,  I  believe,  upon 
that  exhibit  which  you  have  in  front  of  you.  [240]  A. 
Yes. 

Mr.  Hackney:  If  the  Examiner  pleases,  I  offer 
in  evidence  Philadelphia  Exhibit  No.  9. 

j 

Mr.  Guttmann:  I  object  to  the  introduction  of 
Exhibit  9,  Philadelphia  Company,  in  evidence  at  this 
time.  There  has  been  no  showing  of  the  source  of 
the  data,  nor  has  there  been  any  showing  of  the  com¬ 
parability  or  lack  thereof  of  the  companies  used  on 
the  face  of  the  exhibit. 

j 

By  Mr.  Hackney: 

I 

Q.  Mr.  Fleger,  what  is  the  basis  on  which  the  Phila¬ 
delphia  Exhibit  9  was  prepared?  A.  This  exhibit  was 
prepared  from  information  published  in  the  reports  of  thje 
Federal  Power  Commission  and  is  intended  to  show  ho'W 
the  electric  rates  charged  by  the  Duquesne  Light  Company, 
which  is  operated  on  a  coordinated  basis  with  the  other 
companies  in  the  Philadelphia  Company  system,  compare 
with  the  rates  charged  in  other  major  communities  in  Penn¬ 
sylvania. 

Mr.  Hackney:  I  renew  my  offer,  if  the  Examinejr 
pleases. 

The  Examiner:  I  will  overrule  the  objection.  lb 
will  come  in.  j 

Mr.  Hackney:  The  exhibit  is  admitted? 
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The  Examiner:  Yes,  and  so  is  Philadelphia  8.  I 
don’t  think  that  was  offered,  was  it? 

£241]  Mr.  Hackney:  If  I  have  not  offered  Phila¬ 
delphia  Exhibit  8  I  would  like  to  offer  it  at  this 
time. 

The  Examiner :  All  right.  They  will  both  come 
in. 

By  Mr.  Hackney: 

Q.  That  exhibit  which  you  have  in  front  of  you  shows 
two  figures  marked  in  pencil,  I  believe.  Those  are  correc¬ 
tions  in  the  exhibit?  A.  Well,  this  does  not  show  the 
corrections,  that  is  what  I  wanted  to  come  to,  and  I  am 
making  them  now,  Mr.  Hackney. 

Q.  Right.  A.  I  noted  that  there  was  a  slight  typo¬ 
graphical  error  on  the  exhibit  in  that — I  would  first  like  to 
explain  what  it  shows  and  then  I  can  explain  the  error  a 
little  better. 

Q.  Very  well.  Will  you  explain  what  the  exhibit  shows? 
A.  The  comparison  is  on  the  basis  of  the.  net  monthly  bills 
for  three  blocks  of  consumption,  namely,  40  kilowatt  hours, 
100  kilowatt  hours  and  250  kilowatt  hours.  In  each  col¬ 
umn,  with  respect  to  each  of  these  three  blocks,  there  is 
indicated,  after  the  particular  rate  of  the  particular  com¬ 
pany,  in  parentheses,  a  number.  That  number  designates 
the  rank  of  the  company  in  each  block.  To  illustrate,  in 
Block  1,  40  kilowatt  hours,  there  is  “No.  1”  after  Edison 
Light  &  Power  Company,  which  is  intended  to  denote  that 
that  company  has  the  [242]  lowest  rate  for  that  size  bill. 

In  that  connection  I  would  like  to  call  attention  to  the 
fact  that  in  the  second  block  of  100  kilowatt  hours  there  is 
indicated  on  the  exhibit  as  originally  prepared  that  the 
rate  of  the  Pennsylvania  Electric  Company  in  Johnstown 
and  the  rate  of  that  company  in  Erie  occupies  seventh 
position  in  that  block.  That  is  a  typographical  error  and 
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in  each  instance  the  seven  should  be  changed  to  eight,  and 
I  have  so  indicated  on  Philadelphia  Exhibit  9. 

Finally,  I  would  like  to  point  out  that  Exhibit  9  shows 
the  rank  of  Duquesne  Light  Company  in  each  of  the  three 
blocks  that  I  have  mentioned  to  be  as  follows : 

In  the  first  block  of  40  kilowatt  hours  Duquesne  Light 
Company  has  the  fifth  lowest  rate  of  all  of  the  companies 
shown  in  this  exhibit. 

In  the  second  column  of  100  kilowatt  hours  it  shows  that 
Duquesne  Light  Company  has  the  fourth  lowest  rate  of  all 
of  the  companies  shown. 

In  the  last  column  of  250  kilowatts  the  exhibit  shows 
that  Duquesne  Light  Company  is  third  lowest  among  all  oi 
the  companies  shown  on  the  exhibit. 

i 

Mr.  Hackney :  If  the  Examiner  pleases,  may  we 
have  permission  to  correct  that  figure  in  ink  on  the 
exhibit  as  offered? 

The  Examiner:  It  will  stand  corrected. 

Mr.  Guttmann:  Mr.  Fleger,  just  one  question  for 
clarifica-  [243]  tion: 

How  are  these  companies  and  communities 
selected  from  the  study? 

The  Witness :  They  were  selected  primarily  on 
the  basis  of  the  size  of  the  community. 

Mr.  Guttmann:  Were  any  companies  or  communi-; 
ties  of  comparable  size  which  were  reflected  in  the 
FPC  study  omitted? 

The  Witness:  Not  to  my  knowledge,  Mr.  Gutt¬ 
mann. 

Mr.  Guttmann:  Were  any  of  the  rates  which  are 
set  forth  in  Exhibit  9  before  a  regulatory  commis¬ 
sion  on  complaint  or  otherwise  being  challenged  as 
of  January  1,  1946? 
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The  Witness:  I  do  not  know.  I  do  know  that 
the  rates  of  Duquesne  Light  Company  shown  on  that 
exhibit  are  not  presently  being  challenged  before  any 
Commission  as  to  their  reasonableness. 

By  Mr.  Hackney: 

Q.  Now,  Mr.  Fleger,  let’s  turn  now  to  Equitable  Gas 
Company.  Will  yon  describe,  please,  the  rate  schedule  of 
that  company.  A.  Yes,  sir.  The  Equitable  Gas  Company 
has  a  uniform  rate  for  retail  gas  service  to  residential,  com¬ 
mercial  and  industrial  customers.  The  primary  blocks  are 
contained  in  Rate  1  and  lower  rates  for  higher  blocks  of 
consumption  are  provided  for  in  three  temporary  riders, 
Riders  A,  B,  and  D. 

Rate  1  provides  for  a  monthly  charge  of  60  cents  per  1000 
[244]  cubic  feet  for  the  first  15,000  cubic  feet  consumed,  a 
charge  of  45  cents  for  the  next  85,000  cubic  feet  consumed, 
and  a  charge  of  42  cents  for  all  gas  consumed  in  excess  of 
the  first  100,000  cubic  feet.  There  is  a  minimum  monthly 
charge  of  $1  per  meter. 

Now,  in  addition - 

Q.  Excuse  me.  Before  you  finish  Rate  1, 1  believe  those 
were  temporary  rates,  but  have  they  been  renewed?  A. 
Rate  1  is  not  a  temporary  rate,  Mr.  Hackney. 

Q.  Excuse  me.  Riders  A,  B,  and  D,  they  are  temporary 
rates?  A.  I  have  been  explaining  merely  the  primary 
blocks  provided  for  in  Rate  1.  They  are  permanent  and 
there  is  nothing  temporary  about  that. 

Q.  I  see.  I  am  sorry.  A.  In  other  words,  the  three 
blocks  that  I  have  described  are  the  primary  blocks  pro¬ 
vided  for  in  Rate  1  and  are  permanent  rates  and  constitute 
what  might  be  called  generally  the  residential  rate. 

Now,  while  Rate  1  provided  for  a  charge  of  42  cents  for 
all  consumption  over  100,000  cubic  feet,  some  years  ago  the 
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company  filed  temporary  riders  which  put  into  effect  lower 
charges  for  the  blocks  of  consumption  beyond  100,000  cubic 
feet.  Those  riders  were  filed  for  one  year  and  automatically 
expired  each  year  and  they  have  in  each  succeeding  year 
been  renewed  [245]  for  one  year.  Rider  B  is  the  rider 
which  covers  what  might  be  termed  the  general  industrial 
rate  of  Equitable  Gas  Company  and  it  provides  that  the 
first  one  million  cubic  feet  shall  be  purchased  at  Rate  1,  on 
the  basis  of  the  three  blocks  that  I  have  already  described. 
It  further  provides  that  the  next  million  and  a  half  cubic 
feet  shall  be  purchased  at  40  cents  per  thousand  cubic  feet^ 
the  next  five  million  cubic  feet  at  38  cents  per  thousand 
cubic  feet,  the  next  7,500,000  cubic  feet  at  36  cents  peif 
thousand  cubic  feet,  the  next  15  million  cubic  feet  at  34  cents 
per  thousand  cubic  feet,  and  all  over  30  million  cubic  feet 
at  32  cents  per  thousand  cubic  feet. 

_  i 

The  Examiner:  What  is  the  average  rate  undeif 
that  classification  B.  Do  you  have  it? 

The  Witness:  Mr.  Examiner,  I  don’t  know  how 
you  could  use  an  average  rate,  because  that  would! 
vary - 

The  Examiner :  Do  you  know  how  many  customers 
you  have  had,  say,  in  the  year  1946,  who  paid  42  cents, 
and  the  number  that  were  charged  40  and  the 

weighted  average  would  seem  fairly  easy  to  compute: 

| 

The  Witness:  Well,  I  wouldn’t  be  prepared  to  say 
at  this  time  what  the  average - 

The  Examiner:  Well,  at  the  adjourned  hearing 
supposing  you  give  it  to  us,  if  it  is  not  too  much 
trouble. 

The  Witness:  Now,  Rider  D,  which  also  is  in 
effect  for  one  year  and  has  been  renewed  each  year 
for  a  number  of  years,  [246]  establishes  a  straight-: 
line  rate  of  31  cents  per  thousand  cubic  feet  and  pro- 
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vides  for  a  monthly  minimum  charge  of  $50  and  an 
annual  minimum  charge  of  $5000.  This  rate  is  a 
rate  that  is  designed  for  the  glass,  iron  and  steel 
melting  companies. 

The  third  rider,  Rider  A,  is  presently  applicable 
to  only  one  customer,  namely,  the  American  Steel  & 
Wire  Company.  This  rate,  which  provides  for  what 
might  be  called  a  curtailable  service,  provides  that 
it  shall  be  applicable  to  any  customers  who  agree  to 
curtail  their  consumption  of  gas  within  two  hours 
after  receiving  telephone,  written  or  other  notice  to 
the  limits  and  for  the  time  intervals  which  the  com¬ 
pany  may  from  time  to  time  specify  in  such  notices 
and  who  agree  to  use  exclusively,  except  during  any 
period  of  curtailment  established  by  the  company,  the 
company’s  natural  gas  for  all  heating  operations 
for  which  natural  gas  has  been  used  at  any  time  since 
June  1,  1937. 

The  rider  in  question  provides  also  for  a  minimum 
annual  payment  for  service  of  $150,000.  It  likewise 
provides  that  the  contract  that  I  have  mentioned  shall 
be  a  written  contract  for  not  less  than  one  year. 

I  might  add  that  the  Equitable  Gas  Company  in 
December  of  1944,  filed  with  the  Pennsylvania  Public 
Utility  Commission  an  application  for  a  general  in¬ 
crease  in  its  rates.  The  effect  of  the  increase,  if 
granted,  would  be  to  bring  the  rates  of  Equitable  Gas 
Company  substantially  in  accord  with  the  rates 
[247]  charged  by  two  other  companies  not  affiliated 
with  Equitable  Gas  Company  who  operate  in  the 
Pittsburgh  district.  I  refer  to  the  Peoples  Natural 
Gas  Company,  a  subsidiary  of  the  Consolidated  Gas 
Company,  and  the  Manufacturers  Light  &  Heat  Com¬ 
pany,  a  subsidiary  of  the  Columbia  Gas  &  Electric 
Company.  Equitable  Gas  Company  had  for  some 
time  prior  to  December,  1944,  under  consideration 
a  revision  of  its  rates.  That  consideration  went  back 
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as  far  as  the  year  1940,  at  which  time  the  Equitable 
Gas  Company  made  an  increase  in  its  industrial 
rates,  which  increase  was  accepted  by  all  of  the  in¬ 
dustrial  customers  of  the  Equitable  Gas  Company 
without  protest  and  immediately  become  effective. 
At  that  time  the  company  informed  the  Pennsyl¬ 
vania  Public  Utility  Commission  that  it  was  con¬ 
sidering  possible  further  revision  in  its  tariffs,  buj; 
that  it  would  not  make  any  revision  in  its  general 
tariffs  until,  one,  it  had  exhausted  every  other  means 
of  increasing  its  earnings  to  the  point  which  th^ 
company  believed  was  reasonable  and,  two,  until  the 
company  had  satisfied  itself  within  reasonable  limits 
as  to  what  its  legal  right  to  earn  was  under  Pennsyl¬ 
vania  law.  At  that  time  the  Pennsylvania  Public! 
Utility  law,  which  is  now  in  effect  and  which  had  been 
enacted  in  1937,  when  the  former  State  Public  Utility 
law  of  1913  was  repealed,  had  not  been  construed 
by  any  court  decision  as  to  the  standards  which  the 
Commission  must  follow  in  fixing  the  rate  bases  of 
public  utility  companies  in  Pennsylvania.  In  1944, 
the  Superior  Court  of  Pennsylvania  for  the  first  timej 
construed  the  1937  law  [248]  and  it  held,  among 
other  things,  that  that  law  required  that  the  rate! 
base  of  public  utility  companies  in  Pennsylvania 
must  be  fixed  in  accordance  with  the  traditional  fair 
value  rule.  Immediately  after  the  Superior  Court 
decision  in  that  case - 

Mr.  Guttmann:  And  what  is  that  case? 

The  Witness:  Peoples  Natural  Gas  Company  case! 
— Equitable  Gas  Company  made  a  study  of  the  deci¬ 
sion  as  applied  to  the  facts  and  circumstances  in-; 
volved  in  its  operations  and  the  company  determined 
that  it  was  entitled  under  the  law  as  thus  construed! 
to  charge  rates  substantially  in  accord  with  those  \ 
of  the  Peoples  Gas  Company  rate  and,  accordingly,  j 
the  application  for  rate  increase  that  I  referred  to  j 
was  filed  in  December  of  1944.  Hearings  were  held 
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before  the  Pennsylvania  Public  Utility  Commission 
and  in  August  of  1945,  the  Commission  sustained  the 
existing  rates  of  the  company  as  being  fair  and  rea¬ 
sonable,  but  denied  any  part  of  the  proposed  increase. 
The  company  immediately  filed  an  appeal  to  the  Penn¬ 
sylvania  Superior  Court,  the  case  was  argued  before 
that  court  last  December  and  will  undoubtedly  be  the 
subject  of  a  decision  within  the  next  month  or  so. 
In  that  connection,  I  would  like  to  point  out  that 
the  Peoples  Natural  Gas  Company  was  twice  refused 
the  increase  which  they  had  requested  in  their  rates 
before  the  rates  which  they  now  charge  were  finally 
approved,  as  the  result  of  two  reversals  of  the  Penn¬ 
sylvania  Commission’s  decision.  It  is  my  firm  opin¬ 
ion  that  in  the  light  of  the  decision  of  the  Superior 
[249]  Court  in  the  Peoples  case,  in  the  light  of  the 
nature  of  the  Commission’s  decision  in  the  Equita¬ 
ble  ’s  case  with  respect  to  the  determination  of  repro¬ 
duction  cost,  allowance  of  annual  depreciation,  and 
a  number  of  other  matters,  that  the  Superior  Court 
will  be  bound  to  reverse  the  State  Commission  and 
that  we  will,  as  a  result  of  that,  be  granted,  if  not 
all  of  the  increase  that  has  been  requested,  at  least 
a  very  substantial  part  of  the  increase  requested. 

[250]  The  Examiner :  Generally  with  the  Peo¬ 
ples  Rate  1  the  level  is  what?  You  would  say  10 
per  cent,  15  per  cent  higher  than  yours? 

The  Witness:  We  have  some  comparisons  which 
we  will  introduce  shortly,  and  I  might  say,  however, 
that  in  our  first  block  of  consumption,  which  is  the 
first  15,000  cubic  feet  for  which  we  make  a  charge 
of  60  cents,  that  the  first  block  of  consumption  pro¬ 
vided  for  in  the  Peoples  and  Manufacturers  present 
rate,  although  different  as  to  the  quantity  of  gas  in 
the  block,  is  $1.21.  In  typical  net  monthly  bills  which 
we  will  introduce  here  shortly  the  disparity  is  not 
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quite  as  great  as  that.  That  is  set  up  on  the  basis 
of  taking  the  amount  of  gas  that  is  required,  for 
example,  to  utilize  a  range,  and  the  next  block  a 
range  and  a  water  heater,  and  the  third  block  one 
or  two  other  appliances. 

The  Examiner:  The  over-all  effect  of  your  appli¬ 
cation  at  the  present  time,  what  would  you  say  it 
would  do  as  to  your  rate  1  if  granted  by  the  Superior 
Court?  Raise  the  over-all  revenue,  say,  15  per  cent? 

The  Witness:  The  testimony  in  the  rate  case  indii 
cated  that  on  the  basis  of  1944  rate  of  consumption 
that  the  rate  increase,  that  is,  if  the  Equitable  rate^ 
were  increased  to  rates  comparable  with  Peoples 
and  Manufacturers  rates,  would  increase  the  gross 
revenues  of  the  Equitable  Gas  Company  approxi¬ 
mately  $1,400,000  a  year.  That  is,  of  course,  before 
taxes. 

[251]  Mr.  Hackney:  Will  you  mark  this,  please^ 
By  Mr.  Hackney: 

i 

Q.  Mr.  Fleger,  I  show  you  an  exhibit  which  has  been 
marked  as  Philadelphia  Exhibit  No.  10.  Is  that  the  rate 
schedule  of  Equitable  Gas  Company  to  which  you  referred? 
A.  It  is. 

Q.  That  is  the  rate  schedule  presently  in  effect?  Aj 
It  is. 

Q.  It  includes  the  riders,  A,  B,  and  D?  A.  It  does^ 

Mr.  Hackney:  I  now  offer  in  evidence  Philadelphia 
Exhibit  No.  10. 

The  Examiner:  Is  there  objection? 

Mr.  Guttmann:  No  objection. 

! 

The  Examiner:  It  will  come  in. 
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Mr.  Guttmann:  Mr.  Fleger,  the  rates  which  you 
were  quoting,  are  they  net  rates  in  connection  with 
rate  1  and  riders  A,  B,  and  D? 

The  Witness :  You  mean  with  discounts?  Yes. 

Mr.  Hackney:  Will  you  mark  this,  please? 

[252]  The  Examiner:  Suppose  we  take  a  recess 
of  five  minutes. 

(Short  recess.) 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  you  a  document  which  has  been 
marked  Philadelphia  Exhibit  No.  11.  Will  you  tell  us, 
please,  what  that  exhibit  is?  A.  Philadelphia  Company 
Exhibit  No.  11  is  a  tabulation  comparing  the  typical  net 
monthly  bills  for  residential  gas  service  in  major  com¬ 
munities  served  by  Pennsylvania  utilities,  including  Equi¬ 
table  Gas  Company,  the  comparisons  being  segregated  into 
four  classes  of  net  bills:  One,  10.6  therms;  secondly,  19.6 
therms;  third,  30.6  therms;  fourth,  40.6  therms.  Those 
classes  of  bills  are  used  by  the  Bureau  of  Labor  Statistics 
and  the  first  class  of  bill  represents  the  amount  of  gas  in 
therms  required  to  provide  normal  service  for  one  range, 
the  second  for  a  range  and  manual  type  of  water  heater, 
the  third  a  range  and  automatic  storage  or  instantaneous 
water  heater,  and,  fourth,  the  same  as  the  third  and  in  addi¬ 
tion  including  therein  refrigeration. 

Q.  Was  this  exhibit  prepared  at  your  direction?  A. 
It  was. 

Q.  Upon  what  data  is  the  exhibit  based?  A.  As  I 
stated,  it  is  based  upon  data  reported  in  the  American  Gas 
Association  Rate  List  as  of  September  15,  1946. 

Mr.  Hackney:  If  the  Examiner  pleases,  I  now 
offer  in  [253]  evidence  Philadelphia  Exhibit  11. 

The  Examiner:  Is  there  objection? 
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Mr.  Guttmann:  I  would  like  to  ask  one  or  two  pre¬ 
liminary  questions,  if  I  may,  Mr.  Examiner. 

The  Examiner:  All  right. 

i 

i 

By  Mr.  Guttmann: 

Q.  In  this  list  of  utilities,  Mr.  Fleger,  will  you  please  tell 
us  which  of  the  same  serve  purely  natural  gas,  which  serve 
mixed  gas,  and  which  serve  manufactured  gas?  A.  The 
Equitable  Gas  Company  serves  natural  gas.  The  Manu¬ 
facturers  Light  &  Heat  Company  serves  natural  gas,  al¬ 
though  there  may  be  a  very,  very  small  amount  of  manu¬ 
factured  gas  mixed  in  with  the  natural  gas.  The  Peoples 
Natural  Gas  Company  also  furnishes  natural  gas.  Like¬ 
wise,  the  Phillips  Gas  &  Oil  Company  furnishes  natural  gaS. 

The  Examiner:  Is  there  any  coke  oven  gas  mixed 
in  any  of  the  natural  gas  that  you  have  just  men¬ 
tioned? 

The  Witness:  I  do  not  believe  there  is  any — at 
least  in  more  than  insignificant  quantities  involved 
in  the  companies  that  I  have  mentioned.  As  to  the 
remaining  companies  shown  on  the  list,  I  am  unable 
to  state  positively  at  the  moment  whether  they  fur¬ 
nish  natural  gas  exclusively,  manufactured  gas  ex¬ 
clusively,  or  a  mixture  of  natural  and  manufac¬ 
tured  gas ;  but  I  would  like  to  point  out  in  connection 
with  that  question  that  Philadelphia  Exhibit  No.  11 
is  set  up  on  a  therm  basis  so  as  to  [254]  make  the 
comparisons  proper  and  significant  irrespective  df 
whether  or  not  the  gas  supplied  by  the  particular 
company  is  natural  gas,  manufactured  gas,  or  a 
mixture  of  both. 

By  Mr.  Guttmann: 

Q.  Will  you  be  able  by  a  subsequent  session  in  this  pro¬ 
ceeding  to  provide  us  with  information  as  to  the  balance 
of  the  companies?  A.  I  will. 
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Q.  Can  you  tell  us  which  of  the  companies  listed  on 
Philadelphia  Exhibit  11  bill  their  customers  on  a  therm 
basis  and  which  bill  them  on  an  Mcf  basis  ?  A.  I  cannot 
answer  that  positively,  but  it  is  my  impression  that  the 
billings  in  most,  if  not  every  instance,  is  not  on  a  therm 
basis. 

Q.  Do  you  have  comparable  data  to  that  set  forth  on 
Exhibit  11  based  upon  an  Mcf  rather  than  a  therm  basis? 
A.  I  do  not,  and  I  do  not  think  that  the  comparison  on  that 
basis  would  be  at  all  proper  or  realistic  because  it  would 
not  reflect  the  cost  of  the  gas  service  to  the  customer  in  each 
case  in  terms  of  the  actual  service  that  he  is  receiving,  which 
must  be  measured  by  the  heating  content  of  the  gas  that 
he  is  using. 

Q.  Assuming  that  you  were  dealing  with  two  or  more 
companies,  each  of  which  furnished  natural  gas,  then  if 
you  utilized  an  Mcf  basis  rather  than  a  therm  basis,  that 
would  not  affect  [255]  your  comparison,  would  it?  A.  It 
would  to  some  extent. 

Q.  Why?  A.  Because  even  as  to  natural  gas  there 
is  a  difference  in  heating  value.  For  example,  the  heating 
value  of  the  gas  that  is  produced  by  Kentucky-West  Vir¬ 
ginia  Gas  Company  is,  I  believe,  around  1150  Btu.  The  gas 
which,  for  example,  is  being  transported  from  Texas  by 
the  Tennessee  Gas  &  Transmission  Company  is  nearer 
1050  Btu,  and  it  has  a  lower  heating  value,  and  it  is  the 
Btu  or  therm  content  that  determines  the  amount  of  gas 
service  that  the  customer  is  actually  receiving  and  not  the 
number  of  Mcf  that  is  being  delivered  to  him. 

The  Examiner:  Any  objection  to  the  exhibit? 

Mr.  Guttmann:  I  would  ask,  if  your  Honor  please, 
a  ruling  on  its  admissibility  be  deferred  at  this  time 
until  Mr.  Fleger  provides  the  additional  information 
which  has  been  requested. 
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Mr.  Hackney:  I  think  the  exhibit  stands  on  its  face 
and  has  been  sufficiently  identified.  If  they  want  the 
additional  information,  why,  we  will  do  what  we 
can  to  procure  it. 

i 

The  Examiner:  They  can  produce  it.  The  ex¬ 
hibit  will  come  in. 

! 

Mr.  Guttmann:  Exception. 

Mr.  Guttmann:  I  would  like  to  ask  Mr.  Fleger  onb 
or  two  [256]  further  questions  on  this  exhibit  if  1 
may. 

Mr.  Hackney:  I  wonder  if  we  can  follow  with 
the  explanation  of  it? 

Mr.  Guttmann:  I  have  one  further  question  on 
that  if  we  may  at  this  time;  it  goes  to  the  admis¬ 
sibility. 

By  Mr.  Guttmann: 

Q.  I  note  that  this  exhibit  is  based  on  data  reported  in 
the  A.  G.  A.  rate  list  as  of  September  15,  1946.  A.  It  is; 

i 

Q.  Who  is  responsible  for  the  selection  of  the  companies 
that  were  set  forth  on  Exhibit  11?  A.  We  selected  the 
companies  set  forth  in  that  exhibit. 

| 

Q.  Who  is  included  in  the  word  “we”?  A.  This  list 
of  companies,  and  the  comparisons  that  were  selected,  wa§ 
determined  in  the  first  instance  by  Mr.  Newell  French,  who 
is  the  head  of  the  Eate  Department  of  the  Equitable  Gas 
Company,  and  was  agreed  upon  after  consultation  between 
Mr.  French  and  me. 

j 

Q.  Will  you  tell  us  then,  Mr.  Fleger,  so  far  as  you  know; 
the  basis  upon  which  your  selection  was  made,  telling  u^ 
out  of  how  many  companies  listed  within  the  State  of  Penni 
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sylvania  this  list  was  culled?  A.  The  selection  was  pred¬ 
icated  upon  the  size  of  community  served  and  size  of  oper¬ 
ation  in  question,  and  the  comparisons  were  limited  only 
to  such  companies  as  we  considered  served  [257]  major 
communities  in  the  Commonwealth  of  Pennsylvania. 

Q.  Can  you  tell  us  offhand  the  size  of  the  community  of 
Norristown?  A.  At  the  moment  I  can  not. 

Q.  Or  Nanticoke?  *  A.  No,  sir. 

Q.  Kingston?  A.  No,  sir. 

Q.  Butler?  A.  No,  sir. 

Mr.  Guttmann:  At  this  time  I  again  rise  to  ask 
your  Honor  to  reconsider  your  ruling  on  the  admis¬ 
sibility  of  the  exhibit  at  the  present  time  and  ask 
that  such  ruling  be  deferred. 

The  Examiner:  Well,  the  ruling  is  adhered  to. 
On  cross-examination  you  will  have  ample  oppor¬ 
tunity  to  bring  out  any  infirmities  in  the  exhibit  or 
offer  in  evidence  any  Federal  Power  exhibits  or  any¬ 
thing  else. 

Mr.  Guttmann:  I  respectfully  except.  Will  Mr. 
French  be  present  for  examination  on  this  exhibit? 

The  Examiner:  We  will  have  him  back  for  cross- 
examination. 

Mr.  Guttmann:  I  am  questioning  whether  Mr. 
French  will  be  presented. 

Mr.  Hackney:  I  think  if  the  staff  requests  some¬ 
body  else  to  be  present  they  ought  to  tell  us  who  they 
want  and  we  will  be  glad  to  have  him  here,  but  so 
far  Mr.  Fleger  is  testifying  to  [258]  this  exhibit  and 
identifying  the  exhibit. 

Mr.  Guttmann:  Very  well. 
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The  Examiner:  We  will  get  any  witness  that  yon 
want,  Mr.  Gnttman. 

Mr.  Guttmann:  Thank  you,  sir. 

i 

By  Mr.  Hackney:  j 

Q.  Now,  Mr.  Fleger,  referring  to  Philadelphia  Exhibit 
11,  will  you  explain  the  exhibit  and  what  it  shows  and  give 
any  comments  you  may  have  with  reference  to  it?  A. 
The  exhibit  makes  a  comparison  of  the  net  monthly  bills, 
which  I  have  mentioned,  to  customers  in  15  communities  in 
Pennsylvania,  including  the  customers  of  Equitable  GaLs 
Company  in  the  Pittsburgh  district.  In  the  column  for  each 
of  the  four  classes  of  net  monthly  bill  there  is  shown  the 
rate  of  the  particular  company  and  in  each  instance  after 
the  rate  there  is  a  number  indicating  the  rank  of  the  par¬ 
ticular  company  as  to  that  type  or  size  of  bill.  I  would  like 
to  point  out  therefore  that  the  exhibit  shows  that  as  to  the 
first  class  of  bill,  namely,  10.6  therms,  Equitable  Gas  Com¬ 
pany  has  the  second  lowest  rate  shown  on  the  exhibit.  As 
to  the  second  class  of  bill,  namely,  19.6  therms,  the  exhibit 
shows  that  the  Equitable  Gas  Company  has  the  lowest  rate 
in  that  group  of  the  companies  or  communities  shown  on  the 
exhibit.  As  to  each  of  the  other  two  classes  of  bills,  namely*, 
30.6  therms  and  40.6  therms,  the  exhibit  likewise  shows  that 
the  Equitable  Gas  Company  has  the  lowest  rate  shown  on 
the  [259]  exhibit. 

Q.  Does  the  exhibit  also  show  a  comparison  as  betweeq 
Equitable  Gas  Company  serving  Pittsburgh,  Peoples  Natm 
ral  Gas  Company  serving  Pittsburgh,  and  Manufacturers 
Light  &  Heat  Company  serving  Pittsburgh?  A.  It  does* 
And  in  that  respect  it  shows  that  the  rate  of  the  Equitable 
Gas  Company  for  10.6  therms  is  $1  contrasted  with  $1.19 
for  the  Manufacturers  Light  &  Heat  Company  and  $1.18 
for  the  Peoples  Natural  Gas  Company.  In  the  second  clas^ 
of  bills,  19.6  therms,  the  exhibit  shows  that  the  rate  of  Equi¬ 
table  Gas  Company  is  $1.06  compared  with  $1.72  for  the 
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Manufacturers  Light  &  Heat  Company  and  the  Peoples 
Natural  Gas  Company.  In  the  third  class  of  bill,  or  30.6 
therms,  the  exhibit  shows  that  the  rate  of  Equitable  Gas 
Company  is  $1.64  as  contrasted  with  $2.37  for  the  Manu¬ 
facturers  Light  &  Heat  Company  and  the  Peoples  Natural 
Gas  Company.  The  exhibit  shows  that  in  the  fourth  class 
of  bill,  that  is  the  class  of  40.6  therms,  the  Equitable  Gas 
Company’s  charge  is  $2.18  as  contrasted  with  $2.96  for  the 
Manufacturers  Light  &  Heat  Company  and  Peoples  Natural 
Gas  Company.  The  Manufacturers  Light  &  Heat  Company 
and  the  Peoples  Natural  Gas  Company  to  whom  I  refer 
are  the  two  companies  which  operate  in  the  Pittsburgh  dis¬ 
trict  that  I  have  previously  mentioned. 

[260]  The  Examiner:  Mr.  Fleger,  the  comparison 
that  you  have  as  to  therms  reflects  more  favorably 
to  your  company  than  had  the  comparison  been  made 
with  actual  Mcf  bills,  does  it  not? 

The  Witness :  I  wouldn’t  admit  that,  Mr.  Exam¬ 
iner,  because  I  think  that  a  legitimate  comparison  of 
the  cost  to  the  customer  of  the  service  which  he  re¬ 
ceives  for  the  dollars  he  pays  for  it  can  only  be  made 
on  a  therm  basis. 

The  Examiner:  Well,  the  Federal  Power  Com¬ 
mission,  their  typical  monthly  bills  as  to  gas  are  on 
an  Mcf  basis,  aren’t  they? 

The  Witness:  Yes,  sir. 

The  Examiner:  They  are  not  on  a  therm  basis? 

The  Witness:  That  is  correct. 

The  Examiner:  Well,  sooner  or  later  actual  com¬ 
parisons  on  Mcf  will  be  in  this  record. 

The  Witness:  I  should  like  to  point  out,  if  the 
Examiner  will  permit,  that  if  you  have  two  com¬ 
panies  rendering  gas  service  in  the  same  community 
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and  each  of  them  has  a  charge,  let  us  say,  of  $1.00 
for  the  first  20,000  cubic  feet  of  gas  sold,  and  the  oi^e 
company  is  furnishing  gas  which  has  a  heating  unit 
comparable  to  that  of  the  Equitable  Gas  Company, 
namely,  between  1,100  and  1150  BTU  and  the  othbr 
company  is  furnishing  gas  to  its  customers  that  has  a 
heating  content  of,  say,  1,000  BTU,  I  don’t  think  you 
can  say  that  the  charges  of  the  two  companies  for 
the  services  which  they  render  are  comparable,  [261J 
because  in  the  one  case  the  customer  is  getting  more 
gas  for  the  same  amount  of  money,  more  gas  in  teriqs 
of  the  work  that  that  gas  will  do  for  that  customer. 

The  Examiner:  Yet,  notwithstanding  what  you 
have  just  said,  the  Federal  Power  Commission  does 
compare  the  Mcf  typical  bills? 

I 

The  Witness:  I  think  that  is  only  due  to  the  fa6t 
that  it  has  been  found  to  be  very  difficult,  if  not  im¬ 
practicable,  to  give  effect  to  the  difference  in  value 
of  different  types  of  gas  in  the  rate  structures  in  the 
various  gas  companies,  and  nevertheless,  the  fact  re¬ 
mains  that  in  measuring  the  kind  of  service  that  a 
company  provides,  and  the  cost  at  which  it  provides 
it,  the  only  fair  and  realistic  basis  upon  which  you 
can  make  the  comparison  is  on  the  basis  of  putting 
the  service  in  each  instance  on  the  basis  of  the  heat¬ 
ing  value  of  the  gas  that  is  used. 

Mr.  Guttmann:  Mr.  Fleger,  am  I  correct  in  my 
understanding  of  the  Exhibit  11  to  this  extent,  that, 
so  far  as  the  three  companies  serving  the  Pittsburgh 
area  are  concerned,  all  of  the  three  of  them  furnish 
gas  having  thermal  unit  content  in  the  same  rangq, 
that  is  to  say,  Equitable  with  1115  B.T.U.,  Manufac¬ 
turers,  1110  and  Peoples  1100? 

i 

The  Witness:  Yes.  They  are  in  substantially  the 

same  range,  with  Equitable  Gas  Company  furnishing 

| 

! 

i 


i 
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gas  which  has  a  somewhat  higher  heating  content 
than  the  other  companies  which  [262]  you  men¬ 
tioned,  because  the  other  companies  mix  with  their 
local  production  a  higher  proportion  of  gas  received 
from  Texas  and  comparable  sources. 

By  Mr.  Hackney: 

Q.  Now,  Mr.  Fleger,  let’s  turn  to  Pittsburgh  &  West  Vir¬ 
ginia  Gas  Company.  What  company  is  its  chief  customer? 
A.  As  I  have  already  testified,  the  Pittsburgh  &  West  Vir¬ 
ginia  Gas  Company  sells  most  of  its  gas  to  the  Equitable 
Gas  Company  and  in  the  year  1946  88  per  cent  of  its  sales 
were  to  the  Equitable  Gas  Company. 

Q.  What  is  the  rate  charged  in  connection  with  that  sale 
to  Equitable?  A.  The  rate  charged  by  Pittsburgh  & 
West  Virginia  Gas  Company  for  gas  sold  to  Equitable  Gas 
Company  is  provided  for  in  an  agreement  dated  January 
20,  1923,  which  has  been  amended  subsequent  to  that  date. 
The  agreement  is  for  a  term  ending  February  1,  1944,  and 
has  therefore  expired.  The  agreement  was  not  renewed  or 
a  new  contract  was  not  entered  into  because  in  1939  Penn¬ 
sylvania  Public  Utility  Commission  had  instituted  a  com¬ 
plaint  against  the  Pittsburgh  &  West  Virginia  Gas  Com¬ 
pany  with  respect  to  the  rate  which  it  charged  for  gas  sold 
to  Equitable  Gas  Company.  The  Pennsylvania  Commission 
has  never  prosecuted  that  complaint,  but  it  was  pending 
before  the  Federal  Powder  Commission  in  1944.  In  fact,  at 
about  that  time,  the  City  of  Pittsburgh  instituted  a  com¬ 
plaint  against  the  Pittsburgh  [263]  &  West  Virginia  Gas 
Company  with  respect  to  the  rates  it  charged  for  gas  sold 
to  Equitable  Gas  Company,  and  that  proceeding  has  been 
prosecuted  and  is  now  pending  before  the  Federal  Power 
Commission. 

The  rate  last  provided  for  in  the  contract  that  I  referred 
to  by  amendment  involved  a  charge  each  month  at  the  rate 
of  37  cents  per  1,000  cubic  feet  for  the  first  100,000,000  cubic 
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feet,  31  cents  per  1,000  cubic  feet  for  the  next  100,000,000 
cubic  feet  and  26  cents  per  1,000  cubic  feet  for  all  gas  in 
excess  of  the  latter  amount. 

On  the  basis  of  the  quantities  of  gas  which  the  Pitts¬ 
burgh  &  West  Virginia  Gas  Company  has  been  selling  tb 
Equitable  Gas  Company  for  a  number  of  years  past,  the 
average  rate  which  Equitable  Gas  Company  has  paid  for 
the  gas  purchased  under  that  contract  has  averaged  very 
close  to  26  cents  per  1,000  cubic  feet  and  I  would  like  to 
point  out  that  that  rate  compares  with  the  rate  of  slightty 
more  than  28  cents  per  1,000  cubic  feet  which  was  fixed  by 
the  Federal  Power  Commission  and  the  United  States 
Supreme  Court  in  the  Hope  Natural  Gas  case  several  years 
ago,  and  which  covers  the  rate  charged  by  Hope  Natural 
Gas  Company  for  gas  sold  at  the  Pennsylvania-West  Viri- 
ginia  State  Line  to  the  Peoples  Natural  Gas  Company.  I 
mention  that  because  the  Hope  Natural  Gas  Company,  like 
the  Pittsburgh  &  West  Virginia  Gas  Company,  operates  in 
the  State  of  West  Virginia,  is  engaged  in  the  production 
and  transportation  of  natural  gas  in  that  [264]  State;  it 
performs  substantially  the  same  functions  with  respect  to 
Peoples  Natural  Gas  Company  as  is  performed  by  Pitts+ 
burgh  &  West  Virginia  with  respect  to  Equitable  Gas  Com* 
pany,  the  two  companies  operate  in  the  same  territory  and 
they  sell  their  gas  to  the  companies  that  I  have  mentioned 
at  approximately  the  same  point,  to  wit,  the  Pennsylvania*! 
West  Virginia  State  Line. 

Mr.  Guttmami:  Mr.  Fleger,  if  I  may  interrupt 
just  a  moment  for  clarification,  can  you  give  us  some 
idea  of  the  relative  volumes  of  gas  obtained  by  each, 
the  Peoples  and  Equitable,  at  State  Line,  from  their 
suppliers  ? 

The  Witness:  I  do  not  have  those  figures  at  hand 
for  the  moment,  but  I  can  supply  them. 

I 

Mr.  Guttmann:  Thank  you,  sir.  Will  you  do  so? 
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The  Witness:  Yes,  sir. 

Mr.  Guttmann:  Thank  you. 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  a  few  moments  ago  you  mentioned  the 
rate  proceedings  before  the  Federal  Power  Commission. 
Do  you  have  any  further  comments  to  make  with  reference 
to  that  rate  proceeding?  A.  Yes.  The  complaint  against 
Pittsburgh  &  West  Virginia  Gas  Company  which  is  pend¬ 
ing  before  the  Federal  Power  Commission  has  been  the 
subject  of  a  hearing  and  the  record  is  closed  and  the  mat¬ 
ter  is  now  in  the  stage  of  submission  [265]  of  briefs  and 
argument.  I  do  not  think  I  need  comment  on  the  case 
beyond  the  fact  that  as  to  the  Pittsburgh  &  West  Virginia 
Gas  Company  the  evidence  submitted  by  the  Company 
shows  that  even  on  the  basis  of  original  cost,  ignoring 
trended  original  cost,  reproduction  cost  and  other  bases 
of  value,  that  the  rate  now  charged  by  Pittsburgh  &  West 
Virginia  Gas  Company  for  gas  sold  to  Equitable  Gas  Com¬ 
pany  does  not  yield  a  fair  return  on  the  property  of  the 
Pittsburgh  &  West  Virginia  Gas  Company. 

Mr.  Hackney:  If  the  Examiner  pleases,  we  thought 
we  had  an  exhibit  which  embodied  the  contract 
between  Pittsburgh  &  West  Virginia  Gas  Company 
and  Equitable  Gas  Company,  but  we  find  that  there 
are  certain  amendments  to  it,  which  have  been  omit¬ 
ted  by  inadvertence.  Therefore  I  should  like  to 
reserve  a  number  for  that  exhibit. 

The  Examiner:  Philadelphia  12  will  be  reserved 
for  that  purpose. 

[Here  follows  a  discussion  as  to  an  offer  of  the  reserved 
exhibit.] 

[266]  By  Mr.  Hackney: 

Q.  Mr.  Fleger,  turning  to  Kentucky- West  Virginia  Gas 
Company,  I  believe  you  testified  that  it  sold  practically  all 
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of  its  gas  to  Pittsburgh  &  West  Virginia  Gas  Company 
and  Louisville  Gas  and  Electric?  A.  I  did. 

Q.  Will  you  please  describe  the  rate  charged  by  Ken¬ 
tucky-West  Virginia  to  Pittsburgh  &  West  Virginia?  A. 
The  rate  charged  by  Kentucky-West  Virginia  Gas  Com¬ 
pany  for  gas  sold  to  Pittsburgh  &  West  Virginia  Gas  Com¬ 
pany  is  the  same  as  the  rate  charged  by  Kentucky  for  gas 
sold  to  Louisville  Gas  &  Electric  Company.  Both  rates  are 
prescribed  in  contracts  which  have  been  in  effect  some 
years,  and  expire  the  latter  part  of  this  year.  The  rate  in 
each  instance  is  a  combination  demand  block-type  rate.  It 
provides  for  an  annual  demand  charge  of  $12,500  for  each 
1,000,000  cubic  feet  of  maximum  daily  demand.  It  in  addi¬ 
tion  makes  a  commodity  charge  of  16  cents  per  1,000  cubic 
feet  for  the  first  500,000,000  cubic  feet  of  gas  consumed,  14 
cents  per  1,000  cubic  feet  for  the  next  500,000,000  cubib 
feet  of  gas  consumed  and  a  commodity  charge  of  12  cents 
per  1,000  cubic  feet  for  all  gas  consumed  in  excess  of  that 
amount. 

Q.  What  was  the  average  rate  charged  Pittsburgh  and 
West  Virginia  in  1946  by  Kentucky-West  Virginia?  A. 
The  average  rate,  due  to  the  nature  of  the  rate  it-  [267] 
self  varies,  of  course,  depending  upon  the  amount  of  gas 
consumed  and  the  load  factor  involved  in  the  takings  of 
the  gas.  i 

In  the  year  1946  the  average  rate  to  Pittsburgh  &  West 
Virginia  Gas  Company  was  15.64  cents  per  1,000  cubic  feet. 
That  compares  with  the  average  rate  in  the  same  year  for 
gas  sold  to  Louisville  Gas  &  Electric  Company  of  18.53  cents 
per  1,000  cubic  feet. 

The  difference  in  the  average  rate  charged  Pittsburgh 
&  West  Virginia  and  the  average  rate  charged  Louisville 
Gas  &  Electric  Company  is  due  to  the  fact  that,  whereas 
Pittsburgh  &  West  Virginia  Gas  Company  does  not  cut 
back  on  its  takings  of  gas  from  Kentucky  throughout  the 
summer  months,  and  has,  therefore,  a  very  favorable  load 
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factor,  which  reduces  the  impact  of  the  demand  charge  on 
the  total  cost,  the  Louisville  Gas  &  Electric  Company  does 
curtail  very  substantially  its  takings  of  gas  from  Kentucky- 
West  Virginia  Gas  Company  during  the  summer  months. 

This  illustrates  the  economic  advantage  of  underground 
storage  capacity  of  the  type  which  I  described  yesterday, 
in  that  the  Pittsburgh  &  West  Virginia  Gas  Company  is 
able  to  take  gas  in  large  quantities  throughout  the  year, 
simply  because  it  has  storage  capacity  to  hold  this  gas 
until  such  time  as  it  is  required  for  the  winter  peak  demand, 
whereas  Louisville  Gas  &  Electric  Company  does  not  have 
storage  [268]  facilities  of  comparable  size. 

Q.  Mr.  Fleger,  is  the  rate  charged  by  Kentucky-West 
Virginia  to  Pittsburgh  &  West  Virginia  the  subject  of  any 
litigation  at  the  present  time?  A.  It  is. 

Q.  Will  you  describe  the  litigation,  please?  A.  At 
the  same  time  that  the  City  of  Pittsburgh  filed  a  complaint 
against  the  Pittsburgh  &  West  Virginia  Gas  Company  with 
respect  to  rate  charges  by  that  company  for  gas  sold  to 
Equitable  Gas  Company,  it  filed  a  complaint  with  the  Fed¬ 
eral  Power  Commission  against  the  Kentucky-West  Vir¬ 
ginia  Gas  Company  with  respect  to  the  rates  charged  by 
that  company  for  gas  sold  to  Pittsburgh  &  West  Virginia 
Gas  Company.  The  cases  were  consolidated  for  hearing 
purpose  and  the  record  was  closed  in  the  Kentucky  case,  as 
well  as  the  Pittsburgh  &  West  Virginia  case,  and  it  is  at 
the  stage  where  briefs  are  being  filed  and  the  case  will  be 
argued  shortly. 

I  would  like  to  add  one  other  thing. 

Q.  Please  go  ahead.  A.  I  might  say  that  the  Ken¬ 
tucky-West  Virginia  Gas  Company  operates  in  the  same 
part  of  Kentucky  as  does  the  Warfield  Natural  Gas  Com¬ 
pany,  which  is  a  subsidiary  of  the  United  Fuel  Gas  Com¬ 
pany,  and  which  is  in  turn  a  subsidiary  of  the  Columbia 
Gas  and  Electric  Company,  the  parent  of  Manufacturers 
Light  &  Heat  Company. 


Testimony — Philip  A.  Fleger — Direct.  311a 

i 

[269]  The  Warfield  Natural  Gas  Company  sells  gas  in 
Kentucky  to  the  United  Fuel  Gas  Company  under  condi¬ 
tions  which  are  quite  comparable  to  those  under  which  Ken¬ 
tucky-West  Virginia  Gas  Company  sells  gas  to  Pittsburgh 
&  West  Virginia  Gas  Company.  The  rate  charged  by  Ken¬ 
tucky-West  Virginia  Gas  Company  for  gas  sold  to  Pitts¬ 
burgh  &  West  Virginia  has  been  less  than  that  charged  by 
the  Warfield  Natural  Gas  Company  sold  to  the  United 
Fuel  Gas  Company  for  a  number  of  years.  I  understand 
that  the  rate  charged  by  Warfield  Natural  Gas  Company 
has  been  the  subject  of  a  complaint  proceeding  before  the 
Federal  Power  Commission,  and  that  the  Commission  has 
ordered  a  reduction  in  the  rates  of  the  United  Fuel  Gas 
Company  and  some  of  its  subsidiaries.  I  am  not  prepared 
to  say  whether  the  order  provided  for  a  reduction  in  the 
Warfield  rates,  and,  if  so,  what  the  amount  of  that  reduc¬ 
tion  is.  ! 

i 

Mr.  Hackney:  Will  you  please  mark  these  docu¬ 
ments  consecutively? 


[Here  the  Examiner  requested  the  witness  to  furnish 
certain  information  at  a  later  time.] 


[270]  By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  you  a  document  that  has  been 
marked  Philadelphia  Exhibit  13.  Will  you  state  what  thbt 
is,  please?  A.  Philadelphia  Exhibit  No.  13  is  a  photo- 
static  copy  of  an  agreement  dated  November  8,  1937, 
between  Kentucky- West  Virginia  Gas  Company  and  Pitts¬ 
burgh  &  West  Virginia  Gas  Company,  which  has  been  certi¬ 
fied  to  by  the  Assistant  Secretary  of  those  two  companies. 


Q.  Is  that  the  contract  fixing  the  rate  charged  by  Ken¬ 
tucky-West  Virginia  to  Pittsburgh  &  West  Virginia,  to 
which  you  have  testified?  A.  It  is. 

Mr.  Hackney:  I  offer  in  evidence,  if  the  Examine* 
please,  Philadelphia  Exhibit  No.  13. 
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The  Examiner :  Is  there  objection? 

Mr.  Guttmann:  No  objection. 

The  Examiner:  It  will  come  in  as  Philadelphia  13. 

By  Mr.  Hackney: 

Q.  Now,  I  show’  you,  Mr.  Fleger,  Philadelphia  Exhibit 
14.  Will  you  explain  wrhat  that  is,  please?  [271]  A. 
Philadelphia  Exhibit  14  is  a  photostatic  copy  of  an  agree¬ 
ment  dated  November  8,  1937,  between  the  Kentucky-West 
Virginia  Gas  Company  and  Louisville  Gas  &  Electric  Com¬ 
pany,  which  has  likewise  been  certified  to  by  the  Assistant 
Secretary  of  Kentucky-West  Virginia  Gas  Company. 

Q.  Is  that  the  contract  under  wThich  Kentucky-West  Vir¬ 
ginia  Gas  Company  sells  gas  to  Louisville  Gas  &  Electric 
Company,  and  is  it  the  contract  to  which  you  have  already 
testified?  A.  It  is. 

Mr.  Hackney:  I  offer  in  evidence  Philadelphia 
Exhibit  No.  14. 

Mr.  Guttmann:  No  objection. 

The  Examiner:  It  will  come  in. 

[Recess.] 

[272]  By  Mr.  Hackney: 

Q.  Mr.  Fleger,  let  us  take  up  now  the  rate  structure  of 
Pittsburgh  Railways  Company.  Will  you  describe,  please, 
what  is  the  rate  structure  of  that  company  or  the  companies 
in  that  system?  A.  Yes.  The  rate  structure  of  the  Pitts¬ 
burgh  Railways  System  is  based  on  the  zone  principle,  and 
the  base  urban  zone  fare  is  10  cents  cash  or  three  tokens 
for  25  cents.  Needless  to  say,  the  bulk  of  the  car  riders 
utilize  the  token  rate  of  8%  cents. 

Mr.  Hackney:  Will  you  mark  that,  please? 
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[273]  By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  you  a  document  which  has  been 
marked  Philadelphia  Exhibit  No.  15.  Will  you  state,  please, 
what  that  document  is?  A.  Philadelphia  Company  Ex¬ 
hibit  15  is  a  copy  of  the  official  schedule  of  rates  and  fares 
for  street  car  service  in  Pittsburgh  and  surrounding  terri¬ 
tory  charged  by  W.  D.  George  and  T.  Fitzgerald,  trustees 
of  Pittsburgh  Railways  Company. 


I 

Mr.  Hackney:  If  the  Examiner  please,  I  offer  in 
evidence  Philadelphia  Company  Exhibit  No.  15. 

i 

Mr.  Guttmann:  No  objection. 

j 

The  Examiner:  It  will  come  in. 

i 

Mr.  Hackney:  Will  you  mark  this,  please? 

Mr.  Guttmann:  May  I  ask  one  question  for  clarifir 
cation,  Mr.  Fleger?  Do  I  understand  that  these  are 
the  rates,  not  only  on  the  Railways  lines,  which  are  in 
reorganization  proceedings,  but  on  all  of  the  under- 
liers  as  well? 


The  Witness:  Pittsburgh  Railways  Company,  as 
I  have  explained,  operates  pursuant  to  lease  agree¬ 
ment  or  operating  [274]  agreements  in  one  or  two 
instances,  through  stock  ownership,  the  properties 
and  franchises  of  all  of  the  companies  whose  prop} 
erties  comprise  the  Pittsburgh  Railways  System,  and, 
as  I  likewise  explained,  Pittsburgh  Railways  Com¬ 
pany,  pursuant  to  express  statutory  authority  from 
the  State  of  Pennsylvania  operates  cars  over  the 
tracks  of  all  of  those  companies  and  the  fares  and 
charges  set  forth  in  this  schedule,  Philadelphia  Ex¬ 
hibit  No.  15  are  the  fares  and  charges  of  the  trus- 
tees  in  connection  with  the  conduct  of  those  street 
car  operations. 
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Mr.  Guttmann:  That  is  all. 

[Here  follows  a  request  by  counsel  for  other  persons 
for  copies  of  exhibits.] 

Q.  Mr.  Fleger,  I  show  you  an  exhibit  which  has  been 
marked  Philadelphia  Exhibit  No.  16.  Will  you  explain 
what  that  exhibit  is,  please? 

[Here  follows  further  discussion  as  to  furnishing  copies 
of  exhibits  to  other  persons.] 

([275]  The  question  was  read.) 

The  Witness:  Philadelphia  Company  Exhibit  16 
is  a  comparison  of  the  basic  transit  fares  in  the 
Cities  in  the  State  of  Pennsylvania,  having  a 
population  of  100,000  or  more  people,  according  to 
the  1940  census,  and  covers  a  comparison  of  five  such 
cities,  including  Pittsburgh. 

By  Mr.  Hackney: 

Q.  Was  this  prepared  under  your  direction,  or  how  was 
it  prepared?  A.  This  was  prepared  at  my  direction, 
under  my  supervision,  and  the  data  obtained  from  reports 
of  the  American  Transit  Association. 

Mr.  Hackney:  If  the  Examiner  please,  I  offer  in 
evidence  Philadelphia  Exhibit  No.  16. 

The  Examiner:  Is  there  objection? 

Mr.  Guttmann:  I  would  just  like  to  ask  one  or  two 
pre-  [276]  liminary  questions,  if  I  may.  On  what 
basis  were  these  particular  cities  selected,  Mr. 
Fleger? 

The  Witness:  They  were  selected  on  the  basis  of 
population  and  the  comparison  was  confined  to  cities 
having  a  population  of  100,000  or  more  persons. 

Mr.  Guttmann:  Do  you  know  how  many  cities  in 
the  State  of  Pennsylvania  were  covered  in  the  A.  T. 
A.  reports  from  which  this  data  was  obtained? 
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The  Witness:  I  cannot  recall  at  the  moment  off¬ 
hand. 

i 

| 

By  Mr.  Guttmann: 

Q.  Did  yon  ascertain  whether  there  were  any  cities  out¬ 
side  of  the  State  of  Pennsylvania  having  street  railway 
systems,  which  cities  had  populations  more  nearly  com¬ 
parable  to  the  671,659  set  forth  for  the  City  of  Pittsburgh, 
in  this  exhibit?  A.  I  know  of  my  own  knowledge,  Mr. 
Guttmann,  that  a  comparison  with  comparable  cities 
throughout  the  country  would  be  very  favorable  to  the 
Pittsburgh  Railways.  We  did  not  consider  that  because 
we  felt  that  the  comparison  should  be  confined  to  the  State 
of  Pennsylvania  and  thereby  confined  to  the  same  system  of 
regulation.  Fares  in  other  States  charged  by  Street  Rail¬ 
way  companies  reflect,  among  other  things,  difference  in 
the  regulatory  policies  of  the  different  State  Commissions. 
We  thought  that  therefore  a  comparison  confined  to  Penn¬ 
sylvania  companies  would  be  more  realistic. 

j 

[277]  In  fact,  that  is  why  we  confined  the  comparison  of 
gas  rates  and  electric  rates  to  companies  and  communities 
in  the  State  of  Pennsylvania. 

Mr.  Guttmann:  Just  one  further  question.  I  note 
that  you  include  in  your  list  Erie  Coach  Company  o£ 
Erie,  Pennsylvania.  Is  that  predominantly  a  motor 
bus  operation? 

The  Witness:  It  is  not. 

j 

Mr.  Guttmann:  Is  that  exclusively  a  trolley  oper¬ 
ation? 

| 

The  Witness:  No,  it  is  not. 

Mr.  Guttmann:  What  percentage  would  you  say 
is  motor  bus  and  what  percentage  trolley? 

j 

The  Witness:  I  could  not  state  offhand. 
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Mr.  Guttmann:  That  is  all. 

[Here  follows  a  request  by  counsel  for  other  persons 
for  copies  of  exhibits.] 

Q.  Mr.  Fleger,  I  show  you  an  exhibit  which  has  been 
marked  Philadelphia  Exhibit  No.  16.  Will  you  explain 
what  that  exhibit  is,  please? 

[Here  follows  further  discussion  as  to  furnishing  copies 
of  exhibits  to  other  persons.] 

([275]  The  question  was  read.) 

The  Witness:  Philadelphia  Company  Exhibit  16 
is  a  comparison  of  the  basic  transit  fares  in  the 
Cities  in  the  State  of  Pennsylvania,  having  a 
population  of  100,000  or  more  people,  according  to 
the  1940  census,  and  covers  a  comparison  of  five  such 
cities,  including  Pittsburgh. 

By  Mr.  Hackney: 

Q.  Was  this  prepared  under  your  direction,  or  how  was 
it  prepared?  A.  This  was  prepared  at  my  direction, 
under  my  supervision,  and  the  data  obtained  from  reports 
of  the  American  Transit  Association. 

Mr.  Hackney:  If  the  Examiner  please,  I  offer  in 
evidence  Philadelphia  Exhibit  No.  16. 

The  Examiner:  Is  there  objection? 

Mr.  Guttmann:  I  would  just  like  to  ask  one  or  two 
pre-  [276]  liminary  questions,  if  I  may.  On  what 
basis  were  these  particular  cities  selected,  Mr. 
Fleger? 

The  Witness:  They  were  selected  on  the  basis  of 
population  and  the  comparison  was  confined  to  cities 
having  a  population  of  100,000  or  more  persons. 

Mr.  Guttmann:  Do  you  know  how  many  cities  in 
the  State  of  Pennsylvania  were  covered  in  the  A.  T. 
A.  reports  from  which  this  data  was  obtained? 
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The  Witness:  I  cannot  recall  at  the  moment  off¬ 
hand.  | 

i 

i 

By  Mr.  Guttmann: 

Q.  Did  yon  ascertain  whether  there  were  any  cities  out¬ 
side  of  the  State  of  Pennsylvania  having  street  railway 
systems,  which  cities  had  populations  more  nearly  com¬ 
parable  to  the  671,659  set  forth  for  the  City  of  Pittsburgh, 
in  this  exhibit?  A.  I  know  of  my  own  knowledge,  Mj% 
Guttmann,  that  a  comparison  with  comparable  cities 
throughout  the  country  would  be  very  favorable  to  the 
Pittsburgh  Railways.  We  did  not  consider  that  because 
we  felt  that  the  comparison  should  be  confined  to  the  State 
of  Pennsylvania  and  thereby  confined  to  the  same  system  of 
regulation.  Fares  in  other  States  charged  by  Street  Rail¬ 
way  companies  reflect,  among  other  things,  difference  ijn 
the  regulatory  policies  of  the  different  State  Commissions. 
We  thought  that  therefore  a  comparison  confined  to  Penn¬ 
sylvania  companies  would  be  more  realistic. 

[277]  In  fact,  that  is  why  we  confined  the  comparison  of 
gas  rates  and  electric  rates  to  companies  and  communities 
in  the  State  of  Pennsylvania. 

i 

Mr.  Guttmann:  Just  one  further  question.  I  note 
that  you  include  in  your  list  Erie  Coach  Company  of 
Erie,  Pennsylvania.  Is  that  predominantly  a  motqr 
bus  operation  ? 

The  Witness:  It  is  not. 

Mr.  Guttmann:  Is  that  exclusively  a  trolley  oper¬ 
ation? 

The  Witness:  No,  it  is  not. 

i 

Mr.  Guttmann:  What  percentage  would  you  say 
is  motor  bus  and  what  percentage  trolley? 

i 

The  Witness:  I  could  not  state  offhand. 


j 


i 


316a  Testimony — Philip  A.  Fleger — Direct. 

Mr.  Guttmann:  As  to  the  other  companies  listed, 
I  take  it  that  Pittsburgh  Railways,  as  listed  in  Ex¬ 
hibit  16,  refers  only  to  the  trolley  operation,  and  not 
to  the  operation  of  the  Motor  Coach  Company? 

The  Witness:  That  is  right,  and  the  same  is  true 
of  the  other  companies.  They  refer  to  fares  charged 
for  street  car  service  only. 

Mr.  Guttmann:  I  see. 

Mr.  Hackney:  I  renew  my  offer,  if  the  Examiner 
pleases. 

Mr.  Guttmann:  No  objection. 

The  Examiner:  All  right.  It  will  come  in. 

[278]  By  Mr.  Hackney: 

Q.  Will  you  please  comment  upon  that  exhibit,  Mr. 
Fleger  ?  A.  Philadelphia  Exhibit  16  shows  that  the  cash 
fare  charged  for  street  car  service  in  the  five  cities  listed  is 
as  follows: 

Pittsburgh — 10  cents; 

Erie — 10  cents; 

Philadelphia — 10  cents; 

Reading — 7  cents; 

Scranton — 8  cents. 

It  likewise  shows  that  the  following  ticket  or  token  fares 
are  charged: 

Pittsburgh,  3  for  25  cents ; 

Erie,  6  for  50  cents ; 

Philadelphia,  4  for  35  cents ; 

Scranton,  4  for  30  cents. 


j 

I 
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The  Exhibit  further  shows  that  the  transfer  privileges 
in  each  of  the  cities  are  as  follows : 

Pittsburgh,  the  transfers  are  free  except  that  a  transfer 
is  issued  on  payment  of  10  cents  cash  fare  permitting  a  ride 
between  any  two  points  in  the  first  fare  zone. 

The  transfer  privileges  in  Erie  are  free,  and  the  same 
is  true  in  Philadelphia,  with  the  exception  of  transfer  or 
interchange  in  the  Central  Business  District  is  issued  only 
on  payment  of  a  ten-cent  cash  fare. 

[279]  The  transfer  privileges  in  Reading  and  Scrantofi 
are  free,  in  each  instance. 

I  would  like  to  say  also  that  the  Philadelphia  Trans¬ 
portation  Company  has  had  pending  before  the  PennsyU 
vania  Public  Utility  Commission  an  application  for  an  in¬ 
crease  in  its  rates  of  fare.  That  increase  was,  I  believ^, 
granted  recently,  and  I  would  like  to  have  the  opportunity 
to  verify  the  basis  on  which  the  increase  was  granted  and 
to  supplement  the  information  in  this  exhibit. 

Mr  Guttmann:  That  is  reflected  in  your  exhibit; 
is  it  not,  Mr.  Fleger? 

The  Witness:  I  would  like  to  verify  that,  Mrl 
Guttmann. 

i 

By  Mr.  Hackney: 

Q.  Now,  let  us  take  up  the  Pittsburgh  Motor  Coach  Comi 
pany,  Mr.  Fleger.  Will  you  describe  the  rate  structure  of 
that  company,  as  operated  by  the  trustees?  A.  The  rates 
of  the  Pittsburgh  Motor  Coach  Company  are  classified  by! 
three  types  of  routes — through  routes,  feeder  routes,  anc( 
shuttle  routes.  ] 

On  the  through  routes,  a  15  cent  cash  fare  is  charged^ 
and  there  is  also  in  effect  on  those  routes  a  ticket  rate  of  8 
tickets  for  $1.00,  20  for  $2.00. 


i 
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On  the  feeder  routes  a  5  cent  cash  fare  is  charged,  and 
a  passenger  desiring  to  transfer  to  a  street  car  line  can 
obtain  a  transfer  on  payment  of  a  fare  of  10  cents,  instead 

[280]  of  5  cents. 

On  the  shuttle  routes,  the  fare  is  the  same  as  that  on  the 
Pittsburgh  Railways  System,  namely,  10  cents  cash  or  3 
tokens  for  25  cents,  with  the  same  transfer  privileges  as  are 
extended  on  the  Railways  System. 

Q.  In  your  prior  testimony  in  this  case  I  believe  you 
have  described  the  nature  of  the  operations  in  connection 
with  the  through  routes,  feeder  routes  and  shuttle  routes. 
A.  Yes,  with  the  exception  I  group  the  feeder  and  shuttle 
routes  into  one  general  classification. 

The  Examiner:  On  the  through  routes,  where  a 
15  cent  fare  is  charged,  are  standees  permitted? 

The  Witness:  They  are. 

The  Examiner:  It  is  different  from  the  Fifth 
Avenue  Coach  in  New  York. 

Mr.  Dix:  They  allow  them  to  stand  now  for  a 
dime. 

Mr.  Hackney:  Will  you  mark  this,  please? 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  you  a  document  marked  Philadel¬ 
phia  17, — will  you  explain  what  that  is,  please?  A. 
Philadelphia  Exhibit  17  is  a  copy  of  the  official  schedule 
of  rates  and  fares  for  motor  coach  service  in  Pittsburgh 
and  surrounding  territories  charged  by  W.  D.  George  and 

[281]  T.  Fitzgerald,  Trustees  of  Pittsburgh  Motor  Coach 
Company. 

Q.  Is  that  schedule  in  effect  now?  A.  It  is. 
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Mr.  Hackney:  If  the  Examiner  pleases,  I  offer 
in  evidence  Philadelphia  Exhibit  17. 

Mr.  Guttmann:  No  objection. 

The  Examiner:  It  will  come  in. 

By  Mr.  Hackney: 

Q.  I  believe,  Mr.  Fleger,  that  concludes  the  matter  of 
rates  charged  by  the  various  utility  companies  in  the  Phila¬ 
delphia  Company  system.  Is  there  any  other  company  on 
which  you  desire  to  comment  with  reference  to  rates?  A. 
That  covers  the  rates  of  the  principal  companies  in  the 
Philadelphia  Company  system  and  covers  all  rates  for  retail 
service  rendered  by  those  companies. 

[282]  Q.  Now,  let  us  turn  now  to  the  subject  of  the 
regulation  by  utility  regulatory  Commissions  of  Philadel-! 
phia  Company  and  its  subsidiaries. 

First  with  reference  to  Duquesne  Light  Company,  will' 
you  tell  the  Commission,  please,  the  nature  of  the  regula¬ 
tion  to  which  this  company  is  subject?  A.  The  Duquesne 
Light  Company  is  at  the  present  time,  and  it  has  since  the 
year  1913,  been  subject  to  the  jurisdiction  of  a  state  com-i 
mission. 

Q.  What  is  the  name  of  the  commission?  A.  The  j 
name  of  the  commission  at  the  present  time  is  the  Penn¬ 
sylvania  Public  Utility  Commission  and  that  Commission  j 
exercises  its  jurisdiction  pursuant  to  the  provisions  of  the  ! 
Pennsylvania  Public  Utility  Law  of  1937,  which,  as  I  previ- 1 
ously  mentioned,  supplanted  the  original  Public  Service 
Company  law  of  Pennsylvania  of  1913. 

The  Duquesne  Light  Company  is  subject  to  the  jurisdic¬ 
tion  of  the  Pennsylvania  Public  Utility  Commission  as  to 
rates,  as  to  services  rendered  and  as  to  facilities  employed  i 
in  its  operations.  It  is  also  subject  to  the  jurisdiction  of 
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the  Commission  in  respect  to  the  issuance  of  securities, 
accounting  practices,  certain  transactions  with  affiliated 
companies,  and  a  number  of  other  matters.  The  jurisdic¬ 
tion  of  the  State  Commission  over  Duquesne  Light  Com¬ 
pany  is  complete  in  the  sense  that  it  covers  every  phase 
in  the  operations  of  the  [282-A]  company  that  it  is  neces¬ 
sary  to  be  regulated  in  order  to  insure  that  the  company 
is  rendering  to  its  customers  the  best  possible  service  at 
the  most  reasonable  rates. 

The  Duquesne  Light  Company  may  be  subject  to  the 
jurisdiction  of  the  Federal  Power  Commission.  The  com¬ 
pany  has  not  admitted  that  it  is  subject  to  the  jurisdiction 
of  the  Federal  Power  Commission,  but  it  has  at  all  times 
voluntarily  conformed  with  all  rules,  regulations  and  orders 
of  the  Federal  Power  Commission. 

Q.  In  connection  with  such  conforming,  has  there  always 
been  a  reservation  of  rights?  A.  There  has.  I  might 
say  that  the  question  of  jurisdiction  there  is  not  as  import¬ 
ant  as  might  appear  on  the  surface,  because  all  but  a  small 
fraction  of  one  per  cent  of  the  total  sales  of  Duquesne  Light 
Company  are  intrastate  sales  and  are  not  subject  to  regu¬ 
lation,  therefore,  as  to  the  rates  to  be  charged  for  such 
sales  by  the  Federal  Power  Commission.  The  Federal 
Power  Commission’s  jurisdiction  has  its  primary  impact 
in  the  case  of  Duquesne  Light  Company  from  the  stand¬ 
point  of  accounting  practices,  but  there  again  the  ques¬ 
tion  is  largely  academic  because  the  Pennsylvania  Com¬ 
mission  has  adopted  and  has  had  in  effect  for  a  number 
of  years  now  a  Uniform  System  of  Accounts  which  is  iden¬ 
tical  with  that  prescribed  by  the  Federal  Power  Commis¬ 
sion. 

Q.  Now,  with  reference  to  Equitable  Gas  Company,  will 
[282-B]  you  state,  please,  the  regulatory  commissions  to 
w’hich  that  company  is  subject?  A.  The  Equitable  Gas 
Company  is  also  subject  to  the  jurisdiction  of  the  Pennsyl¬ 
vania  Public  Utility  Commission  as  to  rates,  service,  facili- 
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ties,  as  to  issuance  of  securities,  accounting  transactions, 
and  certain  transactions  with  affiliated  companies.  The 
Jurisdiction  of  the  Pennsylvania  Public  Utility  Commission 
with  respect  to  that  company  is  also  a  comprehensive  one 
and  parallels  the  Commission’s  jurisdiction  over  the  Du- 
quesne  Light  Company  substantially. 

The  Equitable  Gas  Company  may  be  subject  to  the  juris¬ 
diction  of  the  Federal  Power  Commission  but  the  company 
has  not  admitted  that  this  jurisdiction  exists.  Equitable 
Gas  Company  has  at  all  times  voluntarily  conformed  with 
all  rules,  regulations  and  orders  of  the  Federal  Power  Com¬ 
mission,  but  with  due  reservations  of  the  company’s  right^. 
Here  again  the  question  of  jurisdiction  is  not  as  important 
as  it  would  seem  on  the  surface,  because  Equitable  Gas 
Company  does  not  sell  any  material  amount  of  gas  in  inter¬ 
state  commerce.  It  does,  as  I  previously  explained,  pur^ 
chase  gas  from  Pittsburgh  and  West  Virginia  Gas  Com¬ 
pany  which  is  moving  in  interstate  commerce,  but  the  rate 
which  Equitable  Gas  Company  pays  fof  gas  purchased 
from  Pittsburgh  and  West  Virginia  Gas  Company  is  regu¬ 
lated  by  the  Federal  Power  Commission  through  that  Com¬ 
mission’s  jurisdiction  over  rates  charged  by  Pittsburgh 
and  [282-C]  West  Virginia  Gas  Company.  The  Uniform 
System  of  Accounts  of  the  Pennsylvania  Commission  that 
is  applicable  to  the  Equitable  Gas  Company  is  also  identical 
with  the  Uniform  System  of  Accounts  prescribed  by  the 
Federal  Power  Commission  with  respect  to  natural  gas 
companies  under  that  Commission’s  jurisdiction. 

Q.  Let  us  pass  now  to  Pittsburgh  and  West  Virginia 
Gas  Company. 

I 

Mr.  Guttmann:  Before  you  enter  upon  that,  I 
have  noticed  in  your  outline  as  to  Commission  juris¬ 
diction,  both  as  to  Duquesne  and  Equitable  Gas,  tha^ 
you  have  omitted  any  reference  to  the  jurisdiction  of 
the  Securities  and  Exchange  Commission.  Would 
you  care  to  comment  on  that  omission? 
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The  Witness:  I  have  failed  to  mention  that  be¬ 
cause  I  assumed  that  the  Securities  and  Exchange 
Commission  would  not  have  to  be  informed  as  to  the 
extent  of  its  own  jurisdiction,  but  it  is  a  fact,  Mr. 
Guttmann,  that  the  Duquesne  Light  Company  and 
the  Equitable  Gas  Company,  being  subsidiaries  of  a 
holding  company,  Philadelphia  Company,  are  sub¬ 
ject  to  the  jurisdiction  of  the  Securities  and  Exchange 
Commission  as  subsidiaries  of  a  holding  company. 

The  Examiner:  Is  there  any  local  regulation  such 
as  by  the  city  or  the  various  boroughs  or  municipali¬ 
ties  as  to  franchises,  or  anything  of  that  kind? 

The  Witness:  There  are  some  provisions  or  con¬ 
ditions  in  [283]  local  franchises  for  permits  issued  to 
the  Duquesne  Light  Company  and  the  Equitable  Gas 
Company,  but  the  more  important  ones  have  been 
supplanted  by  the  authority  vested  in  the  Pennsyl¬ 
vania  Public  Utility  Commission. 

I  might  add,  with  respect  to  Mr.  Guttmann ’s  ques¬ 
tion  with  regard  to  the  jurisdiction  of  the  Securities 
and  Exchange  Commission,  that  I  have  not  specified 
the  extent  of  that  jurisdiction,  for  the  reason - 

Mr.  Guttmann:  That  is  quite  all  right,  sir. 

The  Witness:  (Continuing) — that  one  of  the  basic 
questions  in  issue  in  this  proceeding  is  the  very  ques¬ 
tion  of  what  the  extent  of  the  SEC’s  jurisdiction 
over  Duquesne  Light  Company  and  the  Equitable 
Gas  Company  and  the  other  companies  in  the  Phila¬ 
delphia  group  is. 

Mr.  Guttmann:  All  right,  sir. 

The  Examiner:  You  don’t  want  to  express  an 
opinion  like  you  did  yesterday? 

The  Witness:  Well,  I  wouldn’t  hesitate,  Mr. 
Examiner,  to  express  an  opinion,  and  I  do  now - 
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The  Examiner:  You  might  just  as  well,  you  did 
yesterday. 

The  Witness:  Having  been  invited  to  do  so,  I  will 
be  glad  to  express  an  opinion  to  the  effect - 

Mr.  Guttmann:  Pardon  me.  May  the  record  show 
the  same  objection  to  the  rendition  of  the  opinion — f- 

The  Examiner:  Yes,  sir,  it  may,  and  it  is  over¬ 
ruled. 

[284]  Mr.  Guttmann:  — as  it  did  yesterday. 

The  Examiner:  And  you  may  have  an  exception. 

Mr.  Guttmann:  Exception. 

i 

The  Witness:  Having  been  invited  to  do  so - • 

The  Examiner:  Let  us  understand  ourselves.  You 
wouldn’t  do  this  unless  you  were  asked  to,  is  that  it? 

The  Witness:  I  think  I  would,  Your  Honor. 

I  do  not  hesitate  to  express  the  opinion  that  under 
the  provisions  of  the  Holding  Company  Act  as  prop¬ 
erly  construed  and  applied,  that  the  Securities  and 
Exchange  Commission  does  not  have  the  power  to 
either  require  the  dismemberment  of  the  Philadel¬ 
phia  Company  system  in  the  manner  proposed  in  this 
proceeding  or  to  require  the  liquidation  of  the  Phila¬ 
delphia  Company  in  the  manner  proposed  in  this 
proceeding.  That,  in  fact,  is  our  basic  position  in 
this  proceeding  and  our  whole  case  is  designed  tb 
present  facts  in  support  of  that  position. 

Mr.  Guttmann:  As  was  done  yesterday,  I  noip 
respectfully  move  that  the  opinion  be  stricken  from 
the  record. 

The  Examiner:  I  will  deny  that  motion. 

Mr.  Guttmami:  Exception. 

The  Examiner:  You  may  have  an  exception. 


324a  Testimony — Philip  A.  Fleger — Direct . 

By  Mr.  Hackney: 

Q.  Now,  with  reference  to  Pittsburgh  and  West  Virginia 
Gas  Company,  will  you  please  tell  us  the  state  or  the  regu¬ 
latory  Commissions  to  wdiich  that  company  is  subject? 
[285-295]  A.  The  Pittsburgh  and  West  Virginia  Gas  Com¬ 
pany  is  subject  to  the  jurisdiction  of  the  Public  Service 
Commission  of  West  Virginia.  It  is  subject  to  the  juris¬ 
diction  of  that  Commission  as  to  rates,  service  and  facili¬ 
ties,  and  also  the  issuance  of  securities,  accounting  prac¬ 
tices  and  certain  transactions  with  affiliated  companies,  as 
well  as  other  matters.  Here  also  the  West  Virginia  Com¬ 
mission  has  in  effect  a  Uniform  System  of  Accounts  appli¬ 
cable  to  gas  companies  which  is  comparable  to  the  Uniform 
System  of  Accounts  of  the  Federal  Power  Commission  as 
applied  to  natural  gas  companies  subject  to  its  jurisdiction. 

The  Pittsburgh  and  West  Virginia  Gas  Company  is  sub¬ 
ject  to  the  jurisdiction  of  the  Federal  Power  Commission 
as  to  rates  and  other  matters  specified  in  the  provisions  of 
the  Federal  Power  Act  applicable  to  the  natural  gas  com¬ 
panies.  That  Act,  I  believe,  is  technically  called  the  Natural 
Gas  Act  and  was  put  into  effect  by  the  provisions  of  the 
Lee  Bill. 

Q.  Is  the  Kentucky-West  Virginia  Gas  Company  sub¬ 
ject  to  the  jurisdiction  of  any  state  or  other  Commission, 
and,  if  so,  what?  A.  The  Kentucky-West  Virginia  Gas 
Company  is  subject  to  the  jurisdiction  of  the  Public  Service 
Commission  of  Kentucky.  That  jurisdiction  covers  rates, 
service,  facilities,  and  I  believe  it  also  covers  accounting 
practices  and  issuance  of  securities.  I  do  not  believe  that 
it  extends  to  transactions  [296]  with  affiliated  companies. 
It  also  extends  to  a  number  of  other  matters  that  affect  the 
operations  of  the  company. 

The  Kentucky-West  Virginia  Gas  Company,  like  Pitts¬ 
burgh  and  West  Virginia  Gas  Company,  is  subject  to  the 
jurisdiction  of  the  Federal  Power  Commission. 
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Mr.  Guttmann:  I  take  it,  with  reference  both  to 
Pittsburgh  and  West  Virginia  and  Kentucky- West 
Virginia  Gas  companies,  that  again  your  failure  to 
specifically  mention  the  jurisdiction  of  the  Securities 
and  Exchange  Commission  is  not  a  challenge  of  th^t 
jurisdiction? 

The  Witness:  Again  I  would  say,  Mr.  Guttmann, 
that  the  Pittsburgh  and  West  Virginia  Gas  Com¬ 
pany  and  the  Kentucky-West  Virginia  Gas  Company 
are  subject  to  the  jurisdiction  of  the  Securities  and 
Exchange  Commission  as  subsidiaries  of  a  holding 
company,  but  I  have  the  same  view  with  respect  to 
the  extent  of  that  jurisdiction  as  applied  to  those 
companies  as  I  have  already  expressed  with  refer¬ 
ence  to  Duquesne  Light  Company  and  Equitable  Gas 
Company. 

Mr.  Guttmann:  I  noticed  in  your  answer  to  my 
previous  question  you  stated  that  Pittsburgh  and 
West  Virginia  and  Kentucky-West  Virginia  Gas  are 
subject  to  the  jurisdiction  of  the  Securities  and 
Exchange  Commission  as  subsidiaries  of  a  holding 
company.  Is  it  not  true  that  Pittsburgh  and  West 
Virginia  Gas  Company  is  likewise  subject  to  the 
jurisdiction  as  a  holding  company?  j 

[297]  The  Witness:  That  is  correct,  Mr.  Gutt¬ 
mann. 

Mr.  Guttmann:  Thank  you,  sir.  I 

i 

By  Mr.  Hackney: 

Q.  As  to  Pittsburgh  Railways  Company,  in  what  respect 
is  that  company  subject  to  the  jurisdiction  of  regulatory 
Commissions?  A.  The  Pittsburgh  Railways  Company  i? 
subject  to  the  jurisdiction  of  the  Pennsylvania  Public  Utility 
Commission.  That  jurisdiction  extends  to  rates,  service* 
facilities,  issuance  of  securities,  accounting  practices,  cer- 
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tain  transactions  with  affiliated  companies,  and  other 
matters. 

Here  again  the  jurisdiction  of  the  state  Commission  is 
complete  and  comprehensive,  covers  all  matters  affecting 
the  company’s  operations  which  it  is  necessary  to  regulate 
in  order  to  insure  that  the  company  will  be  rendering  the 
best  possible  service  at  the  most  reasonable  rates. 

Q.  Is  Allegheny  County  Steam  Heating  Company  sub¬ 
ject  to  any  regulatory  body?  A.  Yes.  The  Allegheny 
County  Steam  Heating  Company  is  subject  to  the  juris¬ 
diction  of  the  Pennsylvania  Public  Utility  Commission  and 
the  jurisdiction  there  is  substantially  the  same  as  that 
which  I  have  mentioned  in  respect  to  the  Duquesne  Light 
Company  and  Equitable  Gas  Company  and  Pittsburgh  Rail¬ 
ways  Company. 

Q.  Is  Equitable  Auto  Company  subject  to  the  jurisdic¬ 
tion  [298]  of  a  regulatory  Commission?  A.  The  Equit¬ 
able  Auto  Company  is  subject  to  the  jurisdiction  of  the 
Pennsylvania  Public  Utility  Commission  as  a  contract  car¬ 
rier.  In  other  words,  it  does  not  under  the  Pennsylvania 
law  occupy  a  general  public  utility  status.  Its  status  is 
that  of  a  contract  carrier  and  the  scope  of  the  Commission’s 
jurisdiction  is  somewhat  more  restricted  than  it  is  with 
respect  to  the  other  companies  that  I  have  mentioned.  Here 
again  I  might  say,  as  I  have  previously  testified,  that  the 
Equitable  Auto  Company  is  a  registered  service  company 
under  the  provisions  of  the  Holding  Company  Act  and  all 
of  its  services  to  the  companies  in  the  Philadelphia  Com¬ 
pany  group  are  limited  to  cost  with  a  return  on  capital 
profitably  employed. 

[299]  Q.  In  what  respect  is  Cheswick  &  Harmar  Rail¬ 
road  Company  subject  to  the  jurisdiction  of  any  regulatory 
commission?  A.  Cheswick  &  Harmar  Railroad  Com¬ 
pany  is  subject  to  the  jurisdiction  of  both  the  Pennsylvania 
Public  Utility  Commission  and  the  Interstate  Commerce 
Commission. 
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Q.  That  leaves,  I  believe,  Finleyville  Oil  &  Gas  Company, 
Philadelphia  Oil  Company,  Equitable  Beal  Estate  Com¬ 
pany,  and  Equitable  Sales  Company.  In  what  respects 
are  those  companies  subject  to  the  jurisdiction  of  any  regu¬ 
latory  bodies?  A.  Equitable  Sales  Company,  as  I  pre¬ 
viously  mentioned,  has  discontinued  operations  and  is  in 
process  of  liquidation.  The  other  three  companies  which 
are  still  engaged  in  business  and  which  are  three  of  the 
smaller  subsidiaries  of  Philadelphia  Company  are  not 
directly  subject  to  the  jurisdiction  of  any  regulatory  body”. 
However,  under  the  provisions  of  the  Pennsylvania  Public 
Utility  law  and  the  West  Virginia  Public  Service  law,  any 
important  transactions  between  these  companies  and  the 
utility  companies  in  the  Philadelphia  Company  group,  such 
as  charges  for  gas  sold  in  the  case  of  Finleyville  Gas  Com¬ 
pany  to  Equitable  Gas  Company,  charges  for  rent  by  the 
Equitable  Real  Estate  Company  to  the  companies  in  the 
Philadelphia  Company  group,  the  terms  on  which  Phila¬ 
delphia  Oil  Company  can  sell  gas  W'ells  to  Pittsburgh  an$ 
West  Virginia  Gas  Company  or  Equitable  Gas  Company, 
the  terms  on  which  that  company  can  buy  oil  wells  from 
Equitable  Gas  Company  and  Pittsburgh  and  West  [300 3 
Virginia  Gas  Company  can  be  and  are  regulated  through 
the  public  utility  companies  with  whom  those  companies 
have  the  transactions  of  the  type  that  I  referred  to.  There¬ 
fore,  every  major  company,  every  company  in  the  Phila¬ 
delphia  Company  system  which  has  a  public  utility  status 
within  the  meaning  of  the  State  public  utility  and  public 
service  laws  completely  and  comprehensively  are  regulated 
by  State  commission  and  have  been  so  regulated  for  many 
years  and  even  the  three  smaller  subsidiary  companies  that 
I  have  last  mentioned  are  and  have  been  for  some  years 
effectively  regulated  by  State  commission  through  thb 
public  utility  companies  in  the  Philadelphia  Company 
group  with  whom  these  three  smaller  subsidiaries  have 
transactions  or  dealings. 
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Mr.  Guttmann:  I  object  to  so  much  of  the  answer 
of  the  witness  as  referred  to  the  effectiveness  of 
regulation  and  ask  that  that  be  stricken  as  a 
conclusion. 

The  Examiner:  The  motion  will  be  denied. 

Mr.  Guttmann:  Exception. 

The  Examiner:  You  may  have  it. 

Do  any  of  your  trolley  lines  such  as  the  line  to 
Butler  or  Charleroi  perform  a  freight  service? 

The  Witness:  Yes,  sir.  I  mentioned  in  describ¬ 
ing  the  operations  of  Pittsburgh  Railways,  Mr.  Ex¬ 
aminer,  that  the  trustees  of  Pittsburgh  Railways 
Company  do  operate  some  freight  service  over  their 
interurban  lines  between  downtown  Pittsburgh  and 
£301]  points  in  Washington  County.  Some  years  ago 
— and  this  is  probably  what  you  refer  to — we  had 
some  joint  arrangements  with  a  street  railway  line 
that  operated  to  Butler  which  provided  a  freight 
service  but  those  operations  have  been  abandoned. 

The  Examiner:  So  at  the  present  time  the  only 
one  is  the  Charleroi  line? 

The  Witness:  And  the  Washington  line. 

Mr.  Hackyiey:  Will  you  mark  this,  please? 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  you  now  a  document  which  has  just 
been  marked  Philadelphia  Exhibit  No.  18.  Will  you  de¬ 
scribe  what  that  document  is  ?  A.  Philadelphia  Company 
Exhibit  18  is  a  corporate  capitalization  chart  of  Philadelphia 
Company  and  subsidiary  companies  not  including  underlier 
companies  in  the  Pittsburgh  Railways  system  at  December 
31,  1946. 
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Q.  Was  that  prepared  at  your  direction  and  under 
persons  in  the  employ  of  the  Philadelphia  Company  or  sub¬ 
sidiary  companies?  A.  It  was. 

j 

Q.  And  you  believe  it  to  be  correct?  A.  I  do.  I 
might  say,  Mr.  Hackney,  that  the  capitalization  of  the 
underlier  companies  in  the  Pittsburgh  Railways  [302] 
system  which  I  have  mentioned  is  set  forth  in  the  amended 
revised  Plan  of  Reorganization  filed  by  the  trustees  of 
Pittsburgh  Railways  Company  in  the  Federal  District 
Court  which  has  already  been  offered  in  evidence. 

i 

By  Mr.  Hackney: 

\ 

Q.  You  are  referring  to  Philadelphia  Exhibit  No.  5,  !I 
believe?  A.  I  am. 

Mr.  Hackney:  I  offer  in  evidence  Philadelphia 
Exhibit  No.  18. 

The  Examiner:  Is  there  objection? 

t 

Mr.  Guttmann:  No  objection,  your  Honor. 

j 

The  Examiner:  The  corporate  chart  will  noyr 

come  in  as  Philadelphia  18.  j 

! 

Mr.  Hackney:  If  the  Examiner  pleases,  I  am  now 
on  the  subject  of  capitalization  of  Philadelphia  Com¬ 
pany  and  the  various  companies  in  the  system.  In 
connection  with  that  I  offer  in  evidence  the  findings), 
opinion,  and  order  of  the  Securities  and  Exchange 
Commission  in  the  matter  of  Philadelphia  Company, 
File  No.  43-271  entered  on  January  30, 1940. 

The  Examiner:  Is  that  the  one  with  reference  tp 
the  issue  of  the  $50,000,000  of  bonds  ?  I 

Mr.  Hackney:  No,  your  Honor,  this  is  the  one  in 
connection  [303]  with  the  recapitalization  of  Phila-r 
delphia  Company.  I  offer  that  by  reference.  It  is 
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reported  in  6  SEC  752.  In  connection  with  that  I 
also  offer  in  evidence  the  order  of  the  Commission 
entered  pursuant  to  the  opinion  and  findings  of  the 
Commission. 

The  Examiner:  Is  there  any  objection? 

Mr.  Guttmann:  No  objection,  sir. 

The  Examiner:  All  right,  the  findings  and  opinion 
and  order  now  in  Docket  43-271  entered  January  30, 
1940,  will  come  into  this  record  by  reference. 

Mr.  Hackney:  I  also  offer  in  evidence  the  find¬ 
ings,  opinion,  and  order  of  this  Commission  entered 
in  the  matter  of  Philadelphia  Company  and  Standard 
Gas  and  Electric  Company,  File  No.  70-324,  and 
entered  on  June  11,  1941,  the  findings  and  opinion 
being  reported  in  9  SEC  532. 

In  connection  therewith  I  also  offer  the  order 
entered  in  that  matter,  the  order  not  being  reprinted 
in  the  printed  volumes  of  the  Commission’s  opinions. 
That  is  the  order  in  connection  with  Philadelphia’s 
refunding  proceedings. 

The  Examiner:  That  is  the  $50,000,000  proposi¬ 
tion? 

Mr.  Hackney:  $60,000,000. 

The  Examiner:  That  is  the  one  that  Judge  Healy 
dissented? 

The  Witness:  That  is  correct. 

The  Examiner:  All  right.  That  will  be  incor¬ 
porated  in  this  [304]  record  by  reference,  the  find¬ 
ings  and  opinion  as  well  as  the  order. 

Mr.  Hackney:  Also,  if  the  Examiner  pleases,  I 
offer  in  evidence  the  findings  and  opinion  of  this 
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Commission  in  the  matter  of  Standard  Gas  and  Elec+ 
trie  Company,  File  No.  54-72,  and  Standard  Gas  and 
Electric  Company,  File  No.  59-66,  that  opinion  hav-^ 
ing  been  filed  on  November  18, 1944,  and  constituting 
Release  No.  5430,  this  being  in  connection  with  the 
recapitalization  proceedings  involving  Standard  Gag 
and  Electric  Company. 

The  Examiner:  Any  objection? 

Mr.  Guttmann:  No  objection. 

j 

The  Examiner:  That  will  be  incorporated  into 
this  record  by  reference,  that  is,  the  findings  and 
opinion  of  November  18,  1944,  together  with  the 
order,  being  Release  5430. 

Mr.  Hackney:  Does  that  take  an  exhibit  number? 

The  Examiner:  Well,  I  haven’t  been  putting  in 
these  things  as  exhibits. 

Mr.  Hackney:  Will  you  mark  this,  please? 

i 

By  Mr.  Hackney: 

[305]  Q.  Mr.  Fleger,  I  show  you  a  document  which  has! 
been  marked  Philadelphia  Exhibit  No.  19.  Will  you  state 
what  that  is,  please?  A.  Philadelphia  Exhibit  19  is  a 
printed  copy  of  the  indenture  from  Philadelphia  Company 
to  the  First  National  Bank  of  the  City  of  New  York,  Trustee,; 
dated  July  1,  1941,  securing  the  presently  outstanding  41/4 
per  cent  collateral  trust  sinking  fund  bonds  and  2%  per 
cent  collateral  trust  serial  notes  of  Philadelphia  Company. 

Q.  This  is  a  conformed  copy  of  the  original  indenture, 
I  believe  ?  A.  It  is. 

Mr.  Hackney:  If  the  Examiner  pleases,  I  offer  in 
evidence  Philadelphia  Exhibit  19. 

The  Examiner:  Do  you  agree,  Mr.  Fleger,  with 
Standard  &  Poor’s  that  the  liquidating  value  of  the: 
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414  per  cent  trust  bonds  as  of  November  27, 1946,  was 
$3,150? 

The  Witness:  I  wouldn’t  be  prepared  to  say  at 
this  time,  Mr.  Examiner,  whether  I  concur  in  that 
view. 

The  Examiner:  Suppose  you  go  into  that  and  let 
us  have  your  views  at  a  later  session. 

Mr.  Hackney:  We  will  do  that  at  a  later  time? 

The  Examiner:  Yes,  sir. 

Mr.  Hackney:  Very  well. 

The  Examiner:  And  the  other  bonds  for  June  12, 
1946,  [306]  Standard  &  Poor’s  have  a  liquidating 
value  of  $3,916.  I  would  like  to  have  you  check  that, 
too. 

Any  objection  to  the  exhibit? 

Mr.  Guttmann:  No  objection. 

The  Examiner:  The  indenture  will  come  in  as 
Philadelphia  19. 

Mr.  Hackney:  Will  you  mark  this,  please? 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  now  show  you  a  document  marked  Phila¬ 
delphia  Exhibit  20.  Will  you  explain  what  that  exhibit  is, 
please?  A.  Philadelphia  Exhibit  No.  20  is  a  composite 
copy,  not  including  the  post-effective  amendment  of  the 
Form  A-2  registration  statement  of  Philadelphia  Company 
providing  for  the  registration  of  the  presently  outstanding 
41/4  per  cent  collateral  trust  sinking  fund  bonds  and  2%  per 
cent  collateral  trust  serial  notes  of  Philadelphia  Company, 
and  also  common  stock  not  to  exceed  413,794  shares. 

Q.  Is  that  the  registration  with  respect  to  which  Com¬ 
mission’s  Exhibits  A-12-A,  A-12-B,  and  A-12-C  were  intro¬ 
duced  in  evidence?  [307]  A.  That  is  correct. 
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Q.  I  believe  you  stated  that  this  composite  copy 
not  include  the  post-effective  or  the  price  amendment? 
It  does  not. 


does 

L 

i 


Mr.  Hackney:  If  the  Examiner  pleases,  I  offer  in 
evidence  Philadelphia  Exhibit  No.  20. 

| 

The  Examiner:  Is  there  objection? 

| 

Mr.  Guttmann:  No  objection,  sir.  j 

The  Examiner:  It  will  come  in,  as  Philadelphija 
20,  the  registration  statement. 


By  Mr.  Hackney: 

| 

Q.  Mr.  Fleger,  in  connection  with  the  registration  state¬ 
ment  and  the  indenture  just  offered  and  received  in  evi¬ 
dence,  the  company  issued  certain  bonds  and  notes.  Will 
you  explain  the  purpose  and  other  important  facts  in  con¬ 
nection  with  the  issuance  of  those  bonds  and  notes?  A. 
The  41/4  per  cent  sinking  fund  bonds  and  the  2%  per  cent 
serial  notes  were  issued  by  Philadelphia  Company  for  the 
purpose  of  refunding  $60,000,000  of  5  per  cent  bonds  matur¬ 
ing  December  1, 1967.  The  4%  per  cent  bonds  mature  July  1, 
1961.  The  serial  notes  mature  serially  at  $1,200,000  a  vea? 
to  July  1,  1951.  The  issuance  of  the  sinking  fund  bonds 
and  serial  notes  effected  a  gross  interest  savings  in  the  first 
[308]  year  of  $645,000.  That  interest  savings,  of  course, 
increases  annually  as  the  sinking  fund  provisions  with  re^ 
spect  to  the  bonds  and  the  serial  maturities  of  the  notes 
operate  to  retire  the  4*4  per  cent  bonds  and  the  serial  notesl 
The  gross  interest  savings  at  the  present  time  approximates 
about  $800,000  annually.  At  the  present  time  there  are 
$47,700,000  of  the  41/4  per  cent  bonds  outstanding  and 
$6,000,000  of  the  serial  notes.  In  other  words,  the  sinking 
fund  provisions  and  the  serial  maturities  provided  for  ip 
connection  with  this  financing  have  to  date  operated  to  re* 
duce  the  debt  by  $6,300,000  at  December  31,  1946.  Unde? 
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the  sinking  fund  provisions  and  the  serial  note  maturities, 
the  debt  will  be  retired  in  increasing  amounts  each  year,  the 
amount  in  each  year  being  equal  to  the  sum  of,  one,  the 
annual  serial  maturities  plus,  two,  the  difference  or  the 
amount  remaining  after  deducting  from  the  sum  of 
$3,550,000  the  annual  serial  maturities  and  the  interest  on 
the  sinking  fund  bonds  and  the  serial  notes.  That  program 
of  debt  retirement  will  operate  over  the  life  of  the  20-year 
4%  per  cent  bonds  to  reduce  the  debt  by  slightly  more  than 
50  per  cent.  I  might  add  that  with  respect  to  the  4%  per 
cent  bonds  at  the  present  time  the  call  price  for  sinking 
fund  purposes  is  102.  The  call  price  for  all  other  purposes 
is  104%.  The  redemption  price  with  respect  to  the  notes 
varies  by  series  and  is  set  out  in  detail  in  the  registration 
statement. 

Q.  What  was  the  security,  Mr.  Fleger,  for  the  bonds  and 
[309]  notes  which  were  issued  pursuant  to  this  indenture? 
A.  The  security  was  2,040,000  shares  of  common  stock  of 
Duquesne  Light  Company.  That  does  not  constitute  all 
of  the  outstanding  common  stock  of  Duquesne  Light  Com¬ 
pany,  there  being  outstanding  at  the  present  time  a  total  of 
2,152,828  shares.  The  2,040,000  shares  of  common  stock 
of  Duquesne  Light  Company  constitutes  the  entire  security 
back  of  the  4%  per  cent  sinking  fund  bonds  and  the  2% 
per  cent  serial  notes.  Neither  the  bonds  nor  the  notes  con¬ 
stitutes  a  lien  of  any  kind  on  any  other  property  or  assets 
of  the  Philadelphia  Company. 

Q.  And  the  unpledged  stock  of  Duquesne  Light  Com¬ 
pany,  namely,  the  difference  between  2,152,828  shares  and 
2,040,000  shares  belongs  to  Philadelphia  Company  A. 
They  are  held  in  the  treasury  of  the  Philadelphia  Company. 

Q.  Free  and  clear  of  any  pledge?  A.  That  is  right. 

Q.  Mr.  Fleger,  I  want  to  turn  for  a  minute  to  the  stocks 
of  the  Philadelphia  Company. 
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The  Examiner:  Before  doing  that,  did  you  de¬ 
scribe,  Mr.  Fleger,  the  $1,200,000  as  to  the  serial 
notes  ? 

The  Witness:  I  believe  I  did,  Mr.  Examiner,  an<l 
I  believe  I  pointed  out  that  those  notes  which  were 
originally  issued  in  the  amount  of  $12,000,000  ma¬ 
tured  serially  at  the  rate  of  $1,200,000  a  year  to 
July  1,  1951.  There  were  originally  issued  [310] 
$48,000,000  of  the  4}4  per  cent  sinking  fund  bonds. 

Mr.  Hackney:  Does  that  answer  the  Examiner’s 

question?  ; 

i 

The  Examiner:  Yes.  j 

I 

Mr.  Hackney:  Will  you  mark  this,  please. 

By  Mr.  Hackney:  I 

Q.  Mr.  Fleger,  I  now  show  you  a  document  marked 

Philadelphia  Exhibit  No.  21.  Will  you  explain  that  docun 
ment,  please,  what  it  is?  A.  Philadelphia  Exhibit  21  is 
a  statement  of  the  designations,  rights,  privileges,  limita¬ 
tions,  preferences,  terms  of  redemption  and  voting  powers 
or  prohibitions,  restrictions  or  qualifications  of  the  voting 
and  other  rights  and  powers  of  the  various  classes  of  stock 
of  Philadelphia  Company  presently  outstanding. 

Mr.  Hackney:  I  offer  in  evidence,  if  the  Examiner 
please,  Philadelphia  Exhibit  No.  21. 

I 

The  Examiner:  Is  there  objection? 

Mr.  Guttmann:  No  objection.  ; 

The  Examiner:  The  statement  of  designation, 
rights  and  restrictions  on  the  stocks  will  now  come  j 
in  as  Philadelphia  21. 

Mr.  Guttmann:  Just  one  question:  Is  this  a 
replica  of  [311]  the  data  appearing  on  the  reverse  ! 
side  of  the  stock  certificates? 

The  Witness:  It  is. 
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By  Mr.  Hackney: 

Q.  Mr.  Fleger,  on  Philadelphia  Exhibit  18,  the  corpo¬ 
rate  capitalization  chart,  there  is  a  reference  made  to  the 
preferred  5  per  cent  non-cumulative  stock  of  Philadelphia 
Company?  A.  Yes,  sir. 

Q.  Will  you  state  for  the  record,  please,  the  voting 
rights  of  that  stock,  the  purposes  for  which  it  was  issued, 
and  other  relevant  facts  pertaining  to  it?  A.  The  pre¬ 
ferred  5  per  cent  non-cumulative  stock  of  Philadelphia 
Company  votes  equally  with  the  common  stock  and  is  non- 
callable.  There  was  originally  issued  240,000  shares  of  $50 
par  value,  of  that  stock  between  March  1899  and  February 
of  1905,  for  the  purpose  of  acquiring,  (1)  stock  of  the 
Southern  Light,  Heat  &  Power  Company;  (2)  stock  of  the 
Consolidated  Gas  Company  of  the  City  of  Pittsburgh,  the 
Pennsylvania  Natural  Gas  Company  and  Equitable  Gas 
Company;  (3)  stock  of  Pittsburgh  Railways  Company,  the 
United  Traction  Company  and  other  street  railway  com¬ 
panies,  and,  (4)  to  a  small  extent,  for  general  corporate 
purposes. 

At  the  present  time  there  are  only  1,580  shares  of  that 
class  of  stock  outstanding,  and  the  par  value  per  share  is 
now  $10.  Therefore  there  is  outstanding  only  $15,800  par 
[312]  value  of  stock  of  this  class. 

The  Examiner :  How  many  holders  have  you? 

The  Witness:  The  number  of  holders  is  limited 
to  about  two  or  three  dozen. 

The  Examiner:  Two  or  three  dozen? 

The  Witness:  Yes. 

Mr.  Hackney:  We  can  get  the  exact  figures  for 
the  Examiner. 

The  Examiner :  All  right. 

There  is  no  market  for  it? 


I 

I 
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j 

The  Witness:  There  is  a  small  number  of  share¬ 
holders  that  hold  this  small  remaining  amount  of  pre¬ 
ferred  5  per  cent  stock.  j 

The  Examiner:  Well,  there  is  no  market  at  all  or 
any  trading?  j 

The  Witness:  Not  to  my  knowledge. 

i 

I 

By  Mr.  Hackney: 

Q.  Philadelphia  Exhibit  18,  the  corporate  capitalization 
chart,  also  mentions  the  6  per  cent  cumulative  preferred 
stock  of  Philadelphia  Company. 

i 

Will  you  explain  for  the  record  the  amount  of  stock  out¬ 
standing,  and  the  purpose  of  the  issuance  of  that  stock? 
A.  There  is  presently  outstanding  $24,557,000  of  6  per  cent 
cumulative  preferred  stock.  This  stock  is  non-callable.  It 
was  issued  between  February,  1913  and  January,  1928  fot 
[313]  three  considerations :  j 

First,  it  was  issued  to  acquire  preferred  5  per  cent  cap¬ 
ital  stock  of  Philadelphia  Company,  which  I  have  just  de¬ 
scribed,  Allegheny  Heating  Company  stock,  Consolidated 
Gas  Company  of  Pittsburgh  First  Mortgage  Bonds,  and 
Peoples  Natural  Gas  &  Pipeage  Company  stock. 

i 

Secondly,  it  was  issued  in  conversion  for  10-year  con¬ 
vertible  debentures  of  Philadelphia  Company  and  in  con^ 
version  for  15-year  convertible  debentures  of  Philadelphia 
Company.  I 

Thirdly,  it  was  issued,  in  part,  for  $5,744,589  in  cash. 

Q.  Mr.  Fleger,  you  mentioned  amongst  the  purposes  for 
which  that  stock  was  issued,  the  acquisition  of  preferred 
5  per  cent  capital  stock  of  Philadelphia  Company?  AJ 
Yes,  sir. 

7  | 

Q.  Is  that  preferred  5  per  cent  capital  stock  participat¬ 
ing  in  dividends?  A.  It  is. 


i 
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Q.  That  is,  it  participates  with  common?  A.  That  is 
right. 

Q.  In  addition  to  the  5  per  cent?  A.  That  is  right. 

Q.  Now,  you  also  mentioned  that  that  stock  was  issued 
in  connection  with  the  conversion  of  certain  debentures. 
Will  you  state  the  purposes  for  which  those  debentures  were 
[314]  issued?  A.  The  10-year  convertible  debentures 
of  the  Philadelphia  Company  which  I  have  mentioned  were 
issued  first  to  secure  the  release  of  the  Brunot  Island  Power 
Station  from  the  lien  of  the  First  and  Consolidated  Mort¬ 
gages  then  outstanding. 

(2)  For  the  purpose  of  developing  the  electric  com¬ 
panies;  and 

(3)  For  the  purpose  of  purchasing  street  railway  secu¬ 
rities. 

The  15-year  convertible  debentures  of  Philadelphia  Com¬ 
pany  to  which  I  have  referred  were  issued  to  acquire  par¬ 
ticipating  preferred  stock  of  Duquesne  Light  Company. 

Q.  Philadelphia’s  Exhibit  18,  the  corporate  capitaliza¬ 
tion  chart,  also  mentions  the  $6  cumulative  preference  stock 
of  Philadelphia  Company.  Will  you  state  the  amount  out¬ 
standing  and  the  purposes  of  that  issue?  A.  There  are 
presently  outstanding  $10,000,000  of  $6.00  cumulative  pref¬ 
erence  stock.  That  stock  is  callable  at  $110.  It  has  voting 
rights  only  in  limited  circumstances,  such  as  in  case  of  de¬ 
fault  or  the  issuance  of  certain  types  of  additional  securi¬ 
ties.  That  stock  was  issued  in  September  of  the  year  1930 
for  cash.  The  proceeds  were  used  for, 

(1)  The  purchase  of  securities  of  companies  in  the 
Pittsburgh  Railways  System,  and 

(2)  For  the  purchase  of  additional  shares  of  common 
stock  [315]  of  Duquesne  Light  Company,  a  small  amount 
of  the  proceeds  being  used  for  general  corporate  purposes. 
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i 

Q.  Philadelphia  Exhibit  18  also  shows  that  certain  $5 
cumulative  preference  stock  is  outstanding.  Will  you  state 
the  amount  outstanding  and  the  purpose  of  that  issue? 
A.  There  is  presently  outstanding  $5,386,800  par  value  of 
the  $5.00  cumulative  preference  stock.  This  stock  is  also 
callable  at  $110.  It  has  voting  rights  comparable  to  those 
of  the  $6.00  cumulative  preference  stock.  This  stock  was 
issued  between  January,  1931  and  October,  1932,  for  the 
purpose  of  acquiring  securities  of  companies  in  the  Pitts¬ 
burgh  Railways  System. 

Q.  Then  in  addition  the  chart,  Philadelphia  Exhibit  1$, 
also  shows  certain  common  stock  outstanding?  A.  It 
does. 

Q.  Mr.  Fleger,  what  has  been  the  dividend  record  df 
Philadelphia  Company  with  reference  to  all  its  outstand¬ 
ing  capital  stocks?  A.  As  I  previously  stated,  the  Phil¬ 
adelphia  Company  was  reorganized  and  first  commenced 
business  in  the  Pittsburgh  district  in  the  year  1884. 

i 

In  each  year  since  it  commenced  operations,  beginning 
with  the  first  full  year,  1885,  the  Company  has  paid  all  of 
its  fixed  charges,  all  of  its  dividends  on  its  preferred  stock, 
and  with  the  exception  of  the  year  1897,  it  has  paid  in  each 
[316]  year  since  and  beginning  with  the  year  1885,  a  divi¬ 
dend  on  its  common  stock. 

I  would  like  to  emphasize  that  point  for  the  reason  that 
the  investigations  which  preceded  the  enactment  of  tl^e 
Holding  Company  Act  laid  great  stress  on  the  speculative 
financial  practices  of  certain  holding  companies  and  the 
losses  which  these  practices  had  resulted  in  to  the  invest¬ 
ing  public,  great  stress  was  laid  on  the  financial  difficulties 
in  which  certain  holding  companies  had  been  involved  by 
reason  of  practices  which  were  condemned  in  those  investi¬ 
gations. 

In  contrast  with  this  the  financial  record  of  the  Phila¬ 
delphia  Company  from  its  inception  in  the  year  1884  not 
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only  does  not  contain  any  of  these  factors  or  conditions, 
but  I  believe  that  the  financial  condition  of  the  Philadelphia 
Company  will  not  only  compare  favorably  with  the  very 
best  and  soundest  holding  companies  in  this  country  but 
will  compare  very  favorably  with  the  very  best  and  soundest 
companies  in  almost  every  other  kind  of  industry. 

This  financial  stability  was  undoubtedly  an  important 
factor  in  enabling  the  Philadelphia  Company  to  play  a 
major  role  in  bringing  together  the  separate  operations 
of  the  numerous  gas,  electric  and  railway  companies  which, 
over  the  years,  had  been  operating  in  the  Pittsburgh  Dis¬ 
trict,  because,  as  some  of  the  facts  that  I  have  just  enumer¬ 
ated  will  show,  on  [317]  frequent  occasions  the  Philadel¬ 
phia  Company,  which  was  a  holding  company  as  well  as 
a  natural  gas  company,  was  able  to  issue  its  securities 
in  exchange  for  the  securities  of  these  separate  operating 
companies. 

It  goes  without  saying  that  the  holders  of  the  securities 
of  those  operating  companies  would  not  have  accepted  a 
security  of  a  holding  company  such  as  the  Philadelphia 
Company,  unless  they  had  been  satisfied  that  the  Company 
was  soundly  managed  and  financed. 

[Becess.] 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  in  connection  with  the  balance  sheets  of 
Philadelphia  Company,  corporate  and  consolidated,  which 
have  been  put  in  as  Philadelphia’s  Exhibit  6,  will  you  state, 
please,  what  are  the  capitalization  ratios  as  of  that  date, 
both  corporate  and  consolidated?  A.  May  I  ask  whether 
you  wish  me  to  state  the  ratios  per  books  or  with  adjust¬ 
ments,  which  we  deem  appropriate,  to  determine  the  true 
capital  ratios? 
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Q.  With  adjustments,  please.  A.  The  capital  ratios 
of  Philadelphia  Company  and  sub-  [318]  sidiary  companies 
consolidated  at  December  31,  1946,  with  adjustments  which 
we  deem  appropriate  to  reflect  the  true  capital  ratios,  are 
as  follows : 

Long  term  debt,  47.35  per  cent. 

i 

Preferred  stock,  27.63  per  cent. 

Common  stock  and  surplus,  25.02  per  cent. 

Q.  Now,  for  Philadelphia  Company  corporate,  can  you 
give  those  same  ratios,  please?  A.  Do  you  wish  me  to 
state  what  the  adjustments  were? 

Q.  By  all  means.  A.  Those  ratios  reflect  certain  ad¬ 
justments  in  the  book  figures  as  of  that  date  and  are  as 
follows  : 

The  original  cost  reports  filed  by  the  Pittsburgh  &  West 
Virginia  Gas  Company  with  the  Federal  Power  Commission 
and  with  the  West  Virginia  Public  Service  Commission  show 
$9,552,052  excess  of  original  cost  over  book  value. 

The  Examiner:  What  account  was  that — 107? 

The  Witness:  This  is  just  the  reverse,  Mr.  Exam¬ 
iner. 

j 

The  Examiner :  I  see. 

The  Witness:  This  represents  original  cost  ref 
fleeted  in  the  plant  account. 

The  Examiner :  I  see. 

j 

The  Witness:  In  the  pending  rate  proceeding  hep 
fore  the  Federal  Power  Commission  at  FPC  Docket 
G-635,  involving  the  rates  of  Pittsburgh  &  West 
Virginia  Gas  Company,  which  I  have  [319]  already 
described,  the  Federal  Power  Commission  staff  has 
recognized  $6,999,219  of  said  amount  as  properly  inf 
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cludable  in  that  Company’s  accounts  for  plant  in 
service.  In  that  proceeding  the  Federal  Power  Com¬ 
mission  staff  introduced  in  evidence  Exhibit  No.  209, 
prepared  by  the  Bureau  of  Accounts,  Finance  and 
Hates  of  the  Division  of  Accounts,  and  approved  by 
the  Chief  of  that  Bureau,  although  no  ruling  has  been 
made  with  respect  to  that  by  the  Federal  Power  Com¬ 
mission  itself,  and  the  exhibit  consists  of  a  balance 
sheet  as  of  December  31, 1945,  of  Pittsburgh  &  West 
Virginia  Gas  Company,  which  includes  the  item  of 
$6,999,219  mentioned  as  a  credit  adjustment  to  Ac¬ 
count  107.  Said  exhibit  also  recognizes  a  deficiency  of 
$1,810,382  in  the  reserve  for  depreciation  and  deple¬ 
tion.  This  leaves  $5,188,837  of  the  $6,999,219  which 
is  properly  includable  in  earned  surplus. 

The  figures  which  I  have  just  given  as  to  the 
capital  ratios  of  the  Philadelphia  Company  and  sub¬ 
sidiary  companies  consolidated  at  December  31, 1946, 
are  adjusted  to  reflect  a  credit  of  that  amount  of 
$5,188,837  to  earned  surplus,  of  Pittsburgh  &  West 
Virginia  Gas  Company. 

I  might  say  that  the  capital  ratios  of  Philadelphia 
Company  and  subsidiary  companies  consolidated  as 
of  December  31,  1946,  per  books,  without  giving  ef¬ 
fect  to  the  adjustments  just  mentioned,  are  as  follows. 

Long  term  debt,  48.31  per  cent. 

[320]  Preferred  stock,  28.19  per  cent. 

Common  stock  and  surplus,  23.50  per  cent. 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  in  connection  with  the  adjustments  which 
you  mentioned,  the  Company’s  claim  is  not  limited  to  the 
$5,188,837,  is  it?  A.  Well,  the  adjustment  as  I  describe 
it  operates  to  increase  the  earned  surplus  by  that  amount 
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and  that  has  the  impact  on  the  capital  ratios  which  I  have 
just  enumerated. 

Q.  But  the  Company  claims,  I  believe,  the  full  amount 
of  $9,552,052.  A.  It  does,  but  a  certain  portion  of  that 
must  be  credited  to  the  depreciation  reserve  account  because 
the  reserve  account  has  been  carried  on  a  basis  which  re¬ 
flect  the  plant  account  before  the  restatement  of  the 
$6,999,219  into  that  account. 

Q.  Turning  to  the  capital  ratios  of  Philadelphia  Com¬ 
pany  corporate,  will  you  state,  please,  what  those  are,  as 
of  December  31,  1946?  A.  The  capital  ratios  of  Phila¬ 
delphia  Company  on  a  corporate  basis  at  December  31, 1946, 
are  as  follows: 

i 

i 

Funded  debt,  39.2  per  cent. 

Preferred  stock,  29.8  per  cent. 

Common  stock  and  surplus,  31  per  cent. 

Q.  A  few  moments  ago  I  asked  you  a  question  with  refi- 
erence  [321]  to  the  5  per  cent  preferred  stock  being  partici^ 
pating.  I  believe  you  have  some  statement  to  make  in  con¬ 
nection  with  the  answer  you  gave  in  response  to  my  quesi- 
tion?  A.  Yes.  I  do  not  believe  my  answer  is  complete. 
The  preferred  5  per  cent  non-cumulative  stock  of  Philai- 
delphia  Company  which  I  referred  to  is  participating  with 
the  common  stock  on  liquidation  and  even  as  to  participa¬ 
tion  on  liquidation,  in  the  opinion  of  counsel  for  the  ComT 
pany,  that  participation  is  subject  to  qualifications  which 
are  set  forth  in  the  A-2  Registration  Statement  of  Phila-I 
delphia  Company,  which  has  been  introduced  in  evidence  in 
this  proceeding. 

The  preferred  5  per  cent  stock  did  not  participate  with 
the  Common  Stock  as  to  dividends,  and  is  limited  to  divi- 

i 

dends  of  5  per  cent  and  no  more. 

Q.  Has  Philadelphia  Company  and  its  management 
given  consideration  to  the  matter  of  refunding  or  refi-i 

i 
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nancing  the  bonds,  notes  and  preferred  stocks  currently  out¬ 
standing?  A.  The  Philadelphia  Company  has  at  all 
times  considered  what  improvements  could  be  made  and 
should  be  made  in  its  capital  structure.  When  the  Phila¬ 
delphia  Company  carried  out  its  debt  refunding  program 
in  1941,  which  provided  for  the  debt  retirement  program 
which  I  have  mentioned,  due  to  that  retirement  program,  it 
was  recognized  by  the  Company  that  it  would  be  able  to 
recapitalize  in  the  near  future  on  a  basis  which  would 
further  improve  its  capital  structure  and  [322]  would - 

The  Examiner:  By  “ improve 97  you  mean  sim¬ 
plify,  do  you  not? 

The  Witness:  Simplify  its  capital  structure,  but 
not  primarily  simplify,  but  rather,  reduce  the  in¬ 
terest  charges  of  the  Company  and  the  dividend 
charges  on  its  preferred  stock. 

However,  the  Philadelphia  Company  believes  that 
a  recapitalization  should  not  be  undertaken  unless 
certain  other  steps  have  been  first  completed. 

The  program  which  the  Company  has  had  under 
consideration  for  some  time,  and  which  it  proposes 
to  put  into  effect  at  the  earliest  possible  date  con¬ 
templates  doing  the  following  things,  preliminary 
to  its  recapitalization: 

First,  it  is  proposed  to  refund  the  outstanding 
bonds  and  preferred  stock  of  Duquesne  Light  Com¬ 
pany. 

I  will  have  more  to  say  about  that  when  I  come 
to  discuss  the  capitalization  of  that  company. 

[323]  In  addition,  the  Philadelphia  Company  has 
had  under  consideration  for  some  time  a  program 
for  the  reorganization  and  simplification  of  the  cor¬ 
porate  and  capital  structure  of  the  gas  companies  in 
the  Philadelphia  Company  system.  This  program 


i 

j 

i 

i 
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involves,  among  other  things,  the  transfer  to  Equi¬ 
table  Gas  Company  of  the  natural  gas  producing, 
transporting,  and  distributing  properties  owned  by 
the  Philadelphia  Company.  It  contemplates  the 
acquisition  by  Equitable  Gas  Company  of  the  pro¬ 
ducing  natural  gas  properties  owned  by  the  Finley- 
ville  Oil  &  Gas  Company,  yet  also  contemplates  the 
acquisition  by  Pittsburgh  and  West  Virginia  Gas 
Company  of  the  properties  of  Philadelphia  Oil  Com¬ 
pany.  It  further  contemplates  that  Equitable  Gas 
Company  will  become  directly  owned  by  Philadelphia 
Company  and  it  further  contemplates  that  Philadel¬ 
phia  Company  will  acquire  the  present  stock  inter¬ 
ests  of  Louisville  Gas  &  Electric  Company  in  tl}e 
Kentucky -West  Virginia  Gas  Company.  In  addition 
to  these  things,  the  program  contemplates  the  can¬ 
cellation  of  the  intercompany  indebtedness  now 
existing  between  the  gas  companies  in  the  Philadel¬ 
phia  Company  group  and  the  Philadelphia  Company 
itself. 

The  Examiner:  "What  is  that  amount? 

The  Witness:  The  total  indebtedness  of  Equit¬ 
able  Gas  Company  to  affiliated  companies,  the  Phila¬ 
delphia  Company  and  Pittsburgh  and  "West  Virginia 
Gas  Company,  not  current,  at  December  31,  1946^ 
amounted  to  $41,459,542.  j 

[324]  The  Examiner:  That  is  an  open  account 
indebtedness  ?  i 

The  Witness:  Not  entirely.  Some  of  that  indebt-! 
edness  is  represented  by  notes. 

The  Examiner:  And  currently  what  interest? 

The  Witness:  The  interest  on  some  of  the  indebt¬ 
edness  bears  6  per  cent  I  think  as  to  a  portion  of  it.! 
Other  rates  of  interest  are  applicable. 

The  Examiner:  Anything  lower  than  3  per  cent? 
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The  Witness:  No. 

The  Examiner:  It  is  all  in  excess  of  3  per  cent? 

The  Witness:  That  is  correct. 

The  Examiner:  Some  as  high  as  6? 

The  Witness:  Yes.  But  I  would  like  to  point 
out,  Mr.  Examiner,  in  connection  with  this  inter¬ 
company  indebtedness  between  the  gas  companies  in 
the  Philadelphia  Company  group,  including  Phila¬ 
delphia  Company,  that  there  are  no  securities  of  the 
gas  companies  in  the  Philadelphia  Company  system 
that  are  outstanding  in  the  hands  of  the  public.  The 
only  securities - 

The  Examiner:  It  would  make  it  very  easy  then 
to  recapitalize  and  put  these  companies  together? 

The  Witness:  Yes,  sir,  subject  to  the  point  that 
I  was  coming  to. 

The  Examiner:  Why  haven’t  you  done  it  if  it  is 
so  easy?  How  was  that? 

The  Witness:  I  hadn’t  finished  my  explanation, 
Mr.  [325]  Examiner.  The  recapitalization  and  reor¬ 
ganization  of  the  gas  properties  which  I  have  men¬ 
tioned  has  not  been  put  into  effect  and  will  not  be 
put  into  effect  until  the  pending  rate  proceedings 
involving  the  rates  of  Equitable  Gas  Company,  Pitts¬ 
burgh  and  West  Virginia  Gas  Company,  and  Ken¬ 
tucky-West  Virginia  Gas  Company  are  disposed  of. 
Until  those  rate  proceedings  are  disposed  of,  there 
is  no  definite  basis  for  establishing  the  capitalization 
of  those  companies  in  any  plan  of  reorganization 
since  the  disposition  of  those  rate  cases  will  establish 
their  right  to  earn  and  have  a  very  direct  impact  upon 
their  earning  power. 

In  addition  to  that,  there  is  no  public  necessity 
for  attempting  to  reorganize  the  gas  properties  in 
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the  Philadelphia  Company  system  until  these  rate 
proceedings  have  been  disposed  of  because,  as  I  have 
said,  the  gas  properties  of  the  companies  in  the  Phila¬ 
delphia  Company  system  are  entirely  inter-system  or 
intercompany-owned.  As  a  matter  of  fact,  the  matter 
of  the  reorganization  of  the  gas  properties  that  I 
have  mentioned  has  been  the  subject  of  discussiop 
from  time  to  time  with  various  members  of  the  staff 
of  the  Securities  and  Exchange  Commission,  and 
they  have  recognized  on  several  occasions  that  th^ 
company  is  correct  in  its  view  that  the  earning  power 
of  the  gas  company  should  be  more  definitely  estab+ 
lished  before  such  a  reorganization  is  undertaken; 
The  last  occasion  on  which  such  a  view  was  expressed 
was  in  a  meeting  with  the  staff  of  the  [326]  Commist 
sion  in  the  latter  part  of  the  year  1945. 

Mr.  Guttmann:  At  this  point  I  move  to  strike  from 
the  record  the  reference  by  the  witness  to  confer* 
ences  with  members  of  the  staff.  Such  certainly  cam 
not  be  held  to  bind  the  Commission. 

i 

The  Examiner:  Well,  the  Commission  has  already 
ruled  that  in  the  American  and  Foreign  Power  reT 
funding  case.  I  agree  with  you  but  I  won’t  strike  iti 

i 

Go  ahead,  but  don’t  tell  us  anything  more  about 
the  staff,  Mr.  Fleger. 

I 

The  Witness:  The  company  has  in  mind  that 
after  the  gas  properties  are  reorganized  along  the 
lines  which  I  have  indicated,  that  debt  securities 
in  an  appropriate  amount  should  be  issued  against 
the  natural  gas  properties  of  the  companies  under 
this  reorganized  setup,  and  the  proceeds  thereof 
should  be  applied,  and  it  is  proposed  to  apply  them, 
to  the  retirement  of  outstanding  41/4  per  cent  bonds 
of  Philadelphia  Company.  This  program  will  re-; 
quire  approximately  two  or  two  and  one-half  years 
for  its  entire  completion.  It  is  the  thought  of  the 


348a 


Testimony — Philip  A.  Fleger — Direct. 


i 


company,  as  I  will  explain  in  greater  detail,  that  the 
refunding  of  the  Duquesne  Light  Company  bonds  and 
preferred  stock  can  now  be  carried  forward  on  a 
basis  which  will  effect  maximum  savings  to  the  com¬ 
pany  in  the  immediate  future.  And  it  is  our  belief 
that  the  pending  rate  proceedings  of  Equitable  Gas 
Company,  Pittsburgh  and  West  Virginia  Gas  Com¬ 
pany,  and  Kentucky-West  [327]  Virginia  Gas  Com¬ 
pany  should  be  finally  disposed  of  either  by  the  end  i 
of  this  year  or  the  early  part  of  1948. 

It  is  our  further  thought  that  the  reorganization 
of  the  gas  properties,  since  they  are  wholly  owned, 
can  be  carried  out  in  the  year  1948,  and  that  substan¬ 
tially  incident  thereto  the  debt  which  I  referred  to 
can  be  issued  against  the  reorganized  gas  properties. 
This  will  permit  of  the  refinancing  of  Philadelphia 
Company’s  debt  and  preferred  stock  either  in  the 
latter  part  of  the  year  1948  or  in  the  early  part  of 
the  year  1949.  It  is  our  view  that  it  not  only  would 
be  a  mistake  to  undertake  a  recapitalization  of  Phila-  ; 
delphia  Company  unless  and  until  the  steps  which  I 
have  enumerated  have  been  undertaken,  but  it  is  our 
further  view  that  after  such  steps  have  been  taken, 
that  the  company  should  be  able  to  refinance  its 
remaining  debt  and  its  preferred  stock  on  terms 
which  should  effect  substantial  savings. 

The  Examiner:  Is  it  your  present  intention  to 
incorporate  this  over-all  plan,  including  the  Duquesne 
bond  refunding  and  await  the  rate  proceedings  and 
then  issue  debt  securities  against  the  gas  properties? 
Do  you  plan  to  do  that  on  an  over-all  basis  as  a  part 
of  an  11(e)  plan? 

The  Witness:  Some  of  the  steps  that  I  have  re¬ 
ferred  to  are  incorporated  in  the  11(e)  plan. 

The  Examiner:  Which  ones? 
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The  Witness :  The  simplification  of  the  corporate 
structure  [328]  of  the  gas  companies  is  described  in 
the  11(e)  plan. 

i 

I  would  like  to  add  further -  ! 

i 

The  Examiner:  But  that  11(e)  plan,  according  to 
your  testimony  just  now,  wTould  have  to  await  the 
rate  proceedings  which  you  now  say  will  take  pl^ce 
in  1947  or  1948.  I 


The  Witness:  I  would  go  further  than  that,  Mr. 
Examiner,  and  say  that  not  only  will  our  11(e)  plan 
have  to  await  the  disposition  of  the  rate  proceedings, 
but  I  maintain  that  no  plan  for  the  reorganization 
or  recapitalization  of  the  gas  properties  in  the  Phil¬ 
adelphia  Company  system  can  be  carried  forward 
on  an  intelligent  basis  until  that  has  been  done,  nor 
is  there  any  need  for  doing  so  in  view  of  the  fact  that, 


as  I  have  already  stated,  there  is  no  public  owner¬ 


ship  of  securities  in  these  properties. 


The  Examiner:  Is  it  part  of  your  program  ex¬ 
tending  from  1947  through  1949  to  ask  the  Com¬ 
mission  to  hold  in  abeyance  its  11(b)  (1)  and  11(b)  (2) 
proceedings  to  await  this  program? 


l 


The  Witness:  That  is  our  view.  I  would  like  to 
ask  further  that -  i 


The  Examiner:  And  you  also  say  that  it  would 
be  a  mistake  if  the  Commission  proceeds  with  this 
11(b)(1)  order  and  11(b)(2)  proceedings  in  the 
meantime  ? 

i 

The  Witness:  It  wx>uld  be  a  serious  mistake  be¬ 
cause,  in  my  judgment,  it  will  not  result  in  any 
definitive  action  before  the  time  contemplated  by  our 
program  and  due  to  the  proceedings  [329]  that  it 
will  involve;  it  will  merely  delay  and  impede  the 
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steps  that  the  company  would  otherwise  be  free  to 
undertake  in  carrying  out  its  program. 

The  Examiner :  Well,  how  does  your  situation 
over-all  differ  from  the  Public  Service  of  New  Jer¬ 
sey,  which  is  proceeding  with  an  11(e)  plan  at  the 
present  time? 

The  Witness:  I  am  not  intimately  familiar  with 
the  Public  Service  Company  of  New  Jersey,  but  I 
venture  to  say  that  that  situation  is  distinguishable 
from  the  one  which  I  now  refer  to  in  one  major  re¬ 
spect,  namely,  that  I  question  whether  there  are  any 
substantial  properties  involved  in  the  Public  Service 
of  New  Jersey. 

The  Examiner:  $600,000,000,  that  is  all. 

The  Witness:  A  plan  which  does  not  entail  or 
involve  the  ownership  of  a  substantial  amount  of 
securities  held  by  the  public,  which  of  course  is  not 
present  in  our  situation. 

I  would  like  to  finish  what  I  was  saying. 

The  Examiner:  Before  I  interrupted. 

The  Witness:  I  didn’t  mean  that.  I  believe  I  was 
referring  to  the  fact  that  it  was  the  view  of  the 
Philadelphia  Company  that  if  a  recapitalization  of 
the  Philadelphia  Company  was  undertaken  after  the 
steps  which  I  have  outlined  had  been  completed, 
that  substantial  savings  could  be  effected  thereby, 
and  I  wanted  to  add  that  we  recognize  that  the  re¬ 
funding  of  the  preferred  stock  will  present  at  that 
time  a  somewhat  different  [330]  problem  than  is 
normally  encountered  in  refunding  preferred  stock 
in  respect  to  the  outstanding  issue  of  6  per  cent  pre¬ 
ferred  stock  of  Philadelphia  Company  which  is  non- 
callable. 
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The  Examiner:  Public  Service  of  New  Jersey  has 
the  same  thing  and  we  are  going  right  ahead  with  ilf, 
and  if  we  go  forward  with  11(b)(1)  and  11(b)(2), 
we  will  soon  get  to  the  question  of  the  non-callable 
preferred  stock. 

i 

The  Witness:  I  wanted  to  outline  what  prograni 
we  are  considering  to  dispose  of  that  stock. 

i 

i 

The  Examiner:  I  know  the  Commission  would  be 
very  much  interested.  You  go  right  ahead. 

The  Witness:  There  are  three  possible  means,  as 
we  view  it,  which  we  have  under  consideration  for 
the  disposition  of  the  6  per  cent  preferred  non-call- 
able  stock  when  a  refinancing  of  Philadelphia  Com- 
pany  is  undertaken  under  the  program  that  I  have 
mentioned. 

[331]  In  the  first  place,  when  the  gas  properties 
have  been  reorganized,  along  the  lines  that  I  have 
explained,  the  reorganization,  of  course,  necessarily 
taking  place  before  the  recapitalization  of  the  Phila¬ 
delphia  Company,  involving,  as  it  does,  the  transfer] 
of  the  natural  gas  properties  of  Philadelphia  Com¬ 
pany  to  Equitable  Gas  Company,  the  Philadelphia 
Company  will  then  cease  to  be  a  public  utility  com¬ 
pany  under  the  laws  of  the  State  of  Pennsylvania. 

] 

Once  that  occurs,  the  Philadelphia  Company  will 
come  under  the  provisions  of  the  Business  Corpora¬ 
tion  Law  of  Pennsylvania.  That  situation  does  not 
obtain  at  the  present  time  because  of  the  fact  that 
the  Philadelphia  Company  is  a  public  utility  company. 
When  the  Philadelphia  Company  comes  under  the 
provisions  of  the  Business  Corporation  Law,  it  will; 
be  possible  as  we  read  the  provisions  of  the  law, 
although  it  has  not  been  interpreted  by  the  court] 
decisions  in  this  respect,  to  eliminate  the  non-call] 

I 

i 

i 

l 
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feature  of  the  6  per  cent  preference  or  preferred 
stock  by  an  amendment  to  the  charter  of  the  company. 

The  Examiner:  Do  you  think  you  can  do  that 
better  under  the  general  corporation  law  of  the  State 
of  Pennsylvania,  or  do  you  think  you  could  do  it 
easier  and  more  quickly  under  Section  11  of  the  Act? 

The  Witness:  In  my  opinion  it  is  more  susceptible 
of  accomplishment  under  the  Business  Corporation 
Law  of  Pennsylvania  than  it  would  under  the  provi¬ 
sions  of  the  Holding  [332]  Company  Act. 

I  was  going  to  add  that  another  method  that  we 
have  under  consideration  for  the  disposition  of  the 
6  per  cent  non-callable  stock  is  the  process  of  merger. 
Under  Pennsylvania  Law  it  is  our  opinion  that  the 
non-callable  stock  can  be  eliminated  by  merging 
another  company  into  Philadelphia  Company.  There 
have  been,  I  believe,  two  cases  in  Pennsylvania  in 
which  this  procedure  has  been  sustained. 

The  Examiner:  Would  you  tell  us  what  they  are? 
I  am  not  familiar  with  it. 

The  Witness:  One  is  the  Jones  &  Laughlin  case 
and  the  other  is  the  York  Ice  Company  case. 

The  third  method  of  disposing  of  the  6  per  cent 
non-callable  stock  which  we  have  under  consideration 
is,  of  course,  a  voluntary  exchange  plan. 

In  conclusion,  therefore,  I  would  say  that  it  would 
be  a  serious  mistake  for  the  Philadelphia  Company 
to  recapitalize  or  to  endeavor  to  recapitalize  its  debt 
and  preferred  stock  at  this  time.  In  the  second  place, 
it  is  our  belief  that  no  program — no  effective  program 
for  making  possible  that  recapitalization  on  the  most 
favorable  terms  can  be  effected  more  rapidly  and 
more  expeditiously  than  on  the  basis  of  the  program 
which  I  have  just  outlined. 
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Mr.  Guttmann:  I  wonder  if  you  would  amplify 
just  for  a  moment  the  reasons  that  you  ascribe  as 
constituting  the  neces-  [333]  sity  for  awaiting  the 
determination  of  the  rate  cases  before  proceeding 
with  the  reorganization  of  your  gas  properties? 

j 

The  Witness:  I  don’t  understand. 

i 

Mr.  Guttmann:  I  understood  you  to  suggest  that 
you  felt  it  was  necessary  to  await  the  determination 
of  the  rate  cases  now  pending,  before  proceeding 
with  the  reorganization  of  the  gas  properties.  I  am 
wondering  upon  what  you  base  the  claim  of  necessity 
for  delay? 

The  Witness:  There  are  two  reasons,  which  are 
interrelated.  The  first  is  that  until  the  rate  proceed¬ 
ings  have  been  disposed  of  and  until  the  earning 
power  of  the  gas  companies  has  been  thereby  been 
more  definitely  established,  no  final  capitalization 
can  be  established  for  the  gas  companies  incident  to 
such  a  reorganization.  I  should  have  mentioned  that 
until  the  rate  proceedings  have  been  disposed  of,  it 
will,  of  course,  be  impractical  to  issue  debt  against 
the  gas  properties  for  the  purposes  that  I  have  mep- 
tioned,  because  the  amount  of  the  debt  that  can  bq 
issued  against  the  gas  properties,  and  the  terms  upon 
which  that  debt  can  be  issued  will  necessary  depend 
upon  the  earning  capacity  of  the  gas  companies  and 
that  in  turn  will  depend  upon  the  disposition  of  the 
pending  rate  proceedings.  As  I  have  already  indb 
cated,  the  pending  rate  proceedings  may  have  a  mate¬ 
rial  effect  on  the  earning  power  of  the  gas  companies^ 
as  is  indicated  by  the  fact  that  the  proposed  increase 
in  the  rates  of  the  [334]  Equitable  Gas  Company,  if 
granted,  would  increase  the  gross  revenues  of  that 
company  by  approximately  $1,400,000  a  year  on  the 
basis  of  1944  consumption,  which,  as  I  previously 
stated,  involved  a  residential  rate  of  consumption 
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substantially  below  what  we  visualize  for  the  imme¬ 
diate  future. 

Mr.  Guttmann:  I  don’t  mean  at  this  point  to  in¬ 
dulge  in  cross-examination,  and  if  I  am  going  too  far 
I  hope  the  Examiner  will  stop  me,  but  just  by  way 
of  clarification  I  am  wondering  whether  in  the  pres¬ 
ent  rate  proceedings  the  rental  which  Equitable  pays 
to  Philadelphia  Company  has  been  considered  as  an 
operating  expense. 

The  Witness:  The  rent  provided  for  in  the  leases 
between  Philadelphia  Company  and  the  Equitable 
Gas  Company  has  been  eliminated  entirely  as  a  fac¬ 
tor  in  the  Equitable  Gas  Company’s  rate  case 
through  this  process. 

The  property  of  Philadelphia  Company  has,  for 
the  purposes  of  the  rate  proceedings,  been  consid¬ 
ered  as  though  it  were  owned  by  the  Equitable  Gas 
Company  and  the  State  Commission  will  therefore 
establish  a  rate  base  for  the  Philadelphia  Company 
property  and  the  Equitable  Gas  Company  property 
and  will  fix  or  allow  a  fair  return  on  all  of  that 
property. 

On  that  plan  of  trial,  the  lease  rental  will  not  be 
an  operating  expense,  and  the  question  will  not  there¬ 
fore  have  to  be  considered  as  to  whether  or  not  the 
rent  is  a  reasonable  operating  expense  or  not. 

[335]  The  net  result,  of  course,  is  the  same.  It 
merely  simplifies  the  rate  proceeding,  and  I  might 
say  that  the  plan  of  trial  that  I  referred  to  was 
accepted  by  the  State  Commission. 

Mr.  Guttmann:  I  don’t  understand  just  one  thing 
in  what  you  have  just  been  outlining,  and  that  is 
where  you  say  the  net  result  will  be  the  same. 
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As  I  understand  the  lease  between  Philadelphia 
Company  and  Equitable,  it  calls  for  an  8  per  cent 
annual  payment.  j 

The  Witness :  That  is  right. 

Mr.  Guttmann:  Upon  a  stated  value,  plus  addi¬ 
tions  less  retirements. 

I 

The  Witness:  That  is  right. 

Mr.  Guttmann:  That  amount  resulting  from  thte 
application  of  your  formula  would  not  be  the  samte 
as  a  return  allowed  by  the  Commission  upon  the 
original  cost  of  the  properties  included  in  the  rate 
base,  would  it? 

The  Witness:  No.  But  the  net  result  would  be 
the  same,  Mr.  Guttmann,  for  this  reason : 

If,  instead  of  adopting  the  plan  of  trial  that  I 
have  indicated  here,  the  Commission  had  proceeded 
on  the  basis  of  merely  valuing  the  property  owned 
by  Equitable  Gas  Company,  and  fixing  a  fair  return 
on  that  property,  the  Commission  then  would  have 
had  to  consider  whether  or  not  the  rent  should  be 
allowed  as  a  proper  operating  expense,  and  the  rent 
would  have  been  allowed  only  to  the  extent  that  the 
Commission  [336]  would  have  considered  reason^ 
able,  and  presumably  in  determining  what  was  a, 
reasonable  rent  the  Commission  would  have  allowed 
an  amount  which  would  have  yielded  to  the  Phila-i 
delphia  Company  a  fair  return  on  the  property  which 
it  owns,  which  is  the  same  thing  that  it  will  allow! 
in  the  plan  of  trial  that  has  actually  been  adopted. 

[337]  The  Examiner:  Well,  Mr.  Fleger,  I  am 
not  clear  on  just  why  we  should  await  the  termina¬ 
tion  of  the  rate  proceedings.  As  I  sat  on  the  case 
of  the  Consolidated  Gas  Company,  that  was  Hope, 
East  Ohio,  and  some  others,  all  properties  of  the 
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Standard  Oil  Company,  there  were  rate  proceedings 
against  several  of  the  companies  hut  we  had  no 
trouble  in  putting  them  together  and  they  are  all 
out  from  under  the  Act.  They  filed  an  over-all  plan, 
consolidated  the  gas  companies  that  formerly  be¬ 
longed  to  the  Standard  Oil,  and  there  were  rate  pro¬ 
ceedings  pending  in  the  courts  and  before  the  various 
Commissions.  Now,  just  how  would  this  rate  pro¬ 
ceeding,  why  should  we  have  to  wait  for  the  rate 
proceeding?  You  talked  something  about  allocation 
and  about  knowing  what  the  earnings  were,  that 
there  might  be  a  difference  of  $1,000,000  if  you  are 
successful  in  the  rate  proceedings.  No  underwriter 
has  told  you  that  he  wouldn’t  sell  bonds  of  the  com¬ 
panies,  has  he? 

The  Witness:  No,  but  naturally  the  amount  of 
bonds  that  could  be  issued  against  the  gas  properties 
and  the  interest  rate  that  you  could  get  and  the  sav¬ 
ings  that  you  could  therefore  effect  in  applying  the 
proceeds  of  such  a  bond  issue  to  the  retirement  of 
Philadelphia  Company  debt  would  depend  upon  the 
earning  power  that  you  could  demonstrate  exists  in 
the  gas  companies.  Now,  I  don’t  know - 

The  Examiner:  What  are  the  earnings  now  of 
the  gas  companies? 

[338]  The  Witness:  Well,  the  earnings  of  the  gas 
companies  are,  as  far  as  gross  revenues  are  con¬ 
cerned,  $1,400,000  less,  approximately,  than  they 
would  be  if  the  rate  increase  which  the  Equitable 
Gas  Company  has  applied  for  is  granted. 

The  Examiner:  I  know,  but  what  would  be  the 
figure  of  the  gross  revenues  of  the  gas  companies? 
I  want  to  see  how  material  this  figure  of  $1,000,000  is. 

The  Witness:  It  is  $1,400,000.  It  is  a  very  sub¬ 
stantial  amount. 
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In  the  year  1946,  the  total  operating  revenues  of 
the  Equitable  Gas  Company  amounted  to  $14,234,000. 

I  might  say,  Mr.  Examiner - 

The  Examiner:  I  am  trying  to  understand  your 
point. 

The  Witness:  I  want  to  apologize  for  not  being 
able  to  directly  answer  your  question,  but  the  fact 
remains  that  I  am  not  familiar  with  the  details  of  the 
situation  of  these  other  companies  and  I  am  not 
therefore  able  to  say,  one,  whether  they  present  a! 
comparable  problem  and,  two,  if  they  do,  why  certain 
things  were  undertaken  there  whereas  we  are  pro¬ 
posing  a  different  program.  X  would  have  to,  of ■ 
course,  familiarize  myself  with  those  situations, 
but  I  would  be  greatly  surprised  to  find  that  the  | 
situations  that  you  referred  to  are  comparable  to  the  j 
problem  confronting  the  gas  companies  in  the  Phila¬ 
delphia  Company  group. 

The  Examiner:  Well,  we  gave  the  Standard  Oil 
Company  of  [339]  New  Jersey  an  11(b)(1)  and! 
11(b)(2)  order  and  told  them  to  get  rid  of  the  gasj 
companies.  They  filed  an  11(e)  plan,  set  up  a  ney^i 
gas  company,  consolidated  with  three  or  four,  and! 
they  are  on  their  way,  free  and  clear  of  the  Act. 

The  Witness:  Well,  Mr.  Examiner,  may  I  point! 
out  that  the  thing  that  has  practical  importance  in 
so  far  as  these  gas  properties  are  concerned,  is  not 
the  mere  simplification  of  those  properties  so  that 
their  balance  sheets  are  free  of  inter-company  obli- j 
gations,  as  they  are  at  the  present  time.  Bear  in 
mind  that  that  simplification  affects  entirely  inter-  I 
company-owned  properties.  The  important  thing  is,  j 
rather,  how  those  gas  properties  can  be  used  as  a 
means  of  supporting  a  reasonable  amount  of  debt,  j 


j 
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being  entirely  free,  as  they  are,  of  debt  so  that  that 
debt  can  be  used  in  the  most  advantageous  terms  to 
reduce  the  debt  of  the  holding  company,  the  parent 
company,  and  simplification  alone  isn’t  going  to  con¬ 
tribute  anything  to  that.  The  thing  that  is  going 
to  contribute  to  that  objective  is  getting  the  right  of 
the  gas  companies  to  earn  up  to  the  maximum  point 
so  that  the  maximum  debt  on  the  most  favorable 
terms  can  be  issued  against  the  gas  properties,  and 
that  I  maintain  must  necessarily  await  the  disposi¬ 
tion  of  the  rate  cases.  Certainly  you  can  issue  debt 
against  the  gas  properties  before  the  rate  cases  are 
disposed  of,  but  I  think  the  company  would  look 
rather  foolish  if  it  undertook  to  do  so  and  then  sub¬ 
sequently,  in  a  very  short  time  thereafter,  the 
Equitable  [340]  Gas  Company’s  rates  were  increased 
to  the  extent  that  I  have  indicated  and  it  would 
become  apparent  that  if  the  company  had  waited  a 
year  or  so  that  it  could  have  issued  the  debt  on  much 
more  favorable  terms,  effected  a  greater  savings, 
therefore,  in  the  retirement  of  Philadelphia  Company 
debt. 

I  think  there  is  a  confusion  on  this  thing  that 
attributes  to  the  mere  corporate  simplification  of 
these  gas  companies  an  importance  which  it  does  not 
deserve,  because  I  repeat  that  you  are  dealing  here, 
in  so  far  as  these  gas  properties  are  concerned,  with  a 
situation  where  the  properties  are  all  intercompany- 
owned  and  the  public  security  holders  are  not  in  any 
way  affected  or  hurt  by  the  deferring  of  this  action 
along  the  lines  I  have  indicated.  On  the  contrary, 
they  will  benefit  from  carrying  out  the  program  on 
the  basis  I  have  indicated,  because  they  will  be 
assured  of  debt  being  issued  against  the  gas  prop¬ 
erties  on  terms  that  will  give  effect  to  the  maximum 
earning  power  of  those  companies.  After  all,  we 
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have  very  good  reason  to  believe,  because  of  the 
comparability  of  the  Equitable  Gas  Company  situa¬ 
tion  with  the  Manufacturers  Light  and  Heat  Com¬ 
pany  and  the  Peoples  Natural  Gas  Company,  tlje 
fact  that  we  operate  in  the  same  district  under  the 
same  conditions,  that  there  is  every  probability  that 
most,  if  not  all,  of  the  rate  increase  that  we  have 
applied  for  will  eventually  be  granted,  and  as  long 
as  that  possibility  exists,  I  think  it  would  be  very 
short-sighted  merely  to  gain  a  year  or  two ’s  time  to 
[341]  attempt  to  reorganize  these  gas  properties 
and  to  attempt  to  issue  debt  against  them  for  the 
purpose  of  retiring  Philadelphia  Company  debt 
before  this  rate  litigation  is  disposed  of. 

The  Examiner:  Well,  the  only  difficulty  with  it, 
Mr.  Fleger,  is  that  Congress  has  given  us  a  mandate 
under  the  Act  to  simplify  the  corporate  structures 
of  these  companies  and  we  have  already  started  with 
consolidated  net  assets  of  $18  billion  and  it  is  down 
now  to  $11  billion,  so  that  $7  billion  of  corporate 
assets  are  free  of  the  Act.  We  have  done  the  job 
up  to  date  and  you  asked  us  to  wait  another  year  ok 
this  situation  with  reference  to  these  pending  rate 
proceedings,  and  I  think  the  Commission  will  be  very- 
much  interested  in  knowing  just  what  you  base  it  on 
and  are  you  satisfied  now  with  your  statement  as  tb 
that? 

j 

The  Witness:  I  think  that  I  have  mentioned  the 
important  and  substantive  reasons  why  the  simplifi¬ 
cation  of  the  gas  properties  should  not  be  proceeded 
with  at  this  time  and  I  would  like  to  merely  add  thip 
further  statement,  that  I  think  that  to  do  otherwise 
would  be  merely  going  forward  with  the  simplifica¬ 
tion  for  the  sake  of  simplification  and  without  regarql 
to  the  practical  effect  of  that  simplification  program 
on  the  investing  public  and  I  can’t  believe  that  Con|- 

i 
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gress  intended  by  the  provisions  of  the  Holding 
Company  Act  to  require  bolding  companies  and  their 
subsidiaries  to  just  engage  in  corporate  simplifica¬ 
tion  without  regard  to  the  practical  ends  to  be 
achieved  as  a  [342]  result  of  those  simplification 
programs. 

[Overnight  recess.] 

[346]  By  Mr.  Hackney: 

Q.  Mr.  Fleger,  will  you  turn  to  Philadelphia  Exhibit  18, 
please?  That  is  the  corporate  capitalization  chart  of 
Philadelphia  Company  and  its  subsidiaries,  I  believe? 
A.  It  is. 

Q.  What  amount  of  common  stock  does  Philadelphia 
Company  have  outstanding?  A.  At  December  31,  1946 
Philadelphia  Company  had  outstanding  $37,632,190.75 
of  common  stock  and  $1,492.89  of  common  scrip.  Of  that 
amount  $36,429,727.50  of  common  stock,  that  is,  stated 
value,  was  owned  by  Standard  Gas  and  Electric  Company 
or,  in  other  words,  Standard  Gas  and  Electric  Company 
owns  more  than  96  per  cent  of  the  common  stock  of  Phila¬ 
delphia  Company.  That  stock  is  the  only  stock  with  full 
voting  rights  with  the  exception  of  a  very  small  block  of 
preferred  5  per  [347]  cent  non-cumulative  stock  which  I 
mentioned  yesterday,  of  which  there  are  only  1,580  shares 
outstanding,  having  a  total  par  value  of  $15,800,  and  in  that 
connection  I  would  like  to  point  out  that  therefore  it  is 
apparent  that  Standard  Gas  and  Electric  Company  does 
not  control  the  Philadelphia  Company  and  its  subsidiaries 
or  the  properties  of  those  companies  through  a  relatively 
small  amount  of  the  equity  stock  of  Philadelphia  Company. 
On  the  contrary,  that  control  is  exercised  by  virtue  of  the 
ownership  by  Standard  Gas  and  Electric  Company  of 
virtually  all  of  the  voting  stock  of  the  Philadelphia  Com¬ 
pany.  In  addition,  I  should  like  to  point  out  that  in  con¬ 
nection  with  the  recapitalization  of  Philadelphia  Company 
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in  1939  and  1940,  which  was  approved  by  the  Securities 
and  Exchange  Commission,  the  findings,  opinion  and  order 
of  the  Commission  in  that  proceeding  having  been  intro¬ 
duced  by  reference  in  this  proceeding  at  yesterday’s  ses¬ 
sion,  certain  changes  were  made  in  the  voting  rights  <>f 
the  6  per  cent  cumulative  preferred  stock,  the  $6  cumu¬ 
lative  preference  stock  and  the  $5  cumulative  preference 
stock  of  Philadelphia  Company,  being  all  of  the  outstand¬ 
ing  stock  of  the  company  other  than  the  common  stock  and 
the  preferred  5  per  cent  stock  which  I  have  mentioned,  apd 
those  changes  in  voting  rights  were  approved  by  the  Securi¬ 
ties  and  Exchange  Commission  in  that  proceeding.  The 
changes  made  were : 

j 

First,  it  was  provided  that  in  the  event  of  any  default 
[348]  in  any  dividends  on  any  or  all  of  the  three  classes  pf 
preferred  stock  which  I  have  mentioned,  the  class  or  classes 
of  preferred  stock  in  default  would  immediately  be  entitled 
to  elect  two  directors  of  the  Board  of  Philadelphia  Conji- 
pany,  that  number,  of  course,  constituting  substantially 
less  than  a  majority  of  the  Board.  The  vote  was  to  be  by 
one  class  and  was  to  be  extended  only  to  such  classes  as 
would  be  in  default  as  to  dividends. 

Secondly,  it  was  provided  that  in  the  event  of  a  default 
in  dividends  in  any  or  all  of  the  three  classes  of  preferred 
stock  which  I  am  referring  to,  lasting  more  than  thrpe 
years,  then  the  class  or  classes  that  were  in  default  for  thht 
period  of  time,  voting  as  one  class  would  have  the  right  to 
elect  the  least  number  of  members  of  the  Board  that  weife 
required  to  constitute  a  majority  and  that  right  was  to 
exist  until  the  default  had  been  eliminated  or  cured.  Con¬ 
sequently,  the  Securities  and  Exchange  Commission,  by 
express  order  in  the  proceedings  that  I  referred  to,  has 
recognized  that  Standard  Gas  and  Electric  Company  has 
the  right  to  exercise  control  over  the  properties  of  Phila¬ 
delphia  Company  and  its  subsidiary  companies  as  long  as 
no  default  occurs  in  the  dividends  on  the  preferred  stock, 
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and  even  if  there  is  such  a  default  it  must  last  for  at  least 
three  years  before  Standard  Gas  and  Electric  Company  is 
deprived  of  its  control  of  the  Philadelphia  Company  and 
its  subsidiaries  and  it  is  significant,  of  course,  in  this 
[349]  connection  that,  as  I  pointed  out  yesterday,  there 
has  never  been  a  default  in  the  payment  of  a  dividend  on 
any  preferred  stock  of  the  Philadelphia  Company  since  it 
commenced  business  in  the  year  1884  in  the  City  of  Pitts¬ 
burgh  and  that,  further  than  that,  the  company  was  able  to 
pay  in  each  year,  except  the  year  1897,  a  dividend  on  its 
common  stock  in  addition  to  its  preferred  stock. 

Q.  Mr.  Fleger,  you  mentioned  about  the  amount  of 
common  stock  of  Philadelphia  Company  owned  by  Standard 
Gas  and  Electric  Company.  The  amount  that  you  gave, 
does  that  include  any  stock  owned  by  Standard  Power  and 
Light  Corporation?  A.  No,  sir.  Standard  Power  and 
Light  Corporation  owned,  at  December  31,  1946,  $70,687.50 
stated  value  of  common  stock  of  Philadelphia  Company,  and 
that  amount  of  stock  was  not  included  in  the  $36,429,727.50 
of  common  stock  that  I  stated  was  owned  by  Standard  Gas 
and  Electric  Company. 

Mr.  Guttmann:  That  is  included,  as  your  footnote 
F  indicates,  in  the  public  ownership  on  that  chart? 

The  Witness:  Yes,  but  I  pointed  out  it  is  not  in¬ 
cluded  in  the  amount  that  I  stated  was  owned  by 
Standard  Gas  and  Electric  Company. 

By  Mr.  Hackney: 

Q.  Now,  Mr.  Fleger,  let  us  turn  to  Duquesne  Light  Com¬ 
pany.  A.  Yes,  sir. 

[350]  Mr.  Hackney:  Will  you  mark  these  docu¬ 
ments,  please? 
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By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  you  certain  documents  which  have 
been  marked  as  Philadelphia  Exhibits  22,  22- A,  22-B,  22-C 
and  22-D.  Will  you  state  what  those  documents  are  ?  A. 
Philadelphia  Company  Exhibit  22  is  a  conformed  copy  of 
the  first  mortgage  and  deed  of  trust  of  Duquesne  Light  Com¬ 
pany  to  the  Union  Trust  Company  of  Pittsburgh  securing — 

i 

Q.  Excuse  me.  Can  I  shorten  it  this  way?  22,  22-A, 
22-B,  22-C  and  22-D  constitute  the  indenture  as  presently  in 
force,  giving  effect  to  amendments  and  supplements,  under 
which  the  presently  outstanding  bonds  have  been  issued? 
A.  It  is. 

Mr.  Hackney:  If  the  Examiner  pleases,  I  offer  in 
evidence  Philadelphia  Exhibits  22,  22A,  22-B,  22-iC 
and  22-D. 

The  Examiner:  Any  objection? 

Mr.  Guttmann:  No  objection,  sir. 

The  Examiner:  The  indenture  will  come  in  as 
Philadelphia  22,  and  22-A  to  D,  inclusive.  j 

[351]  Mr.  Hackney:  Can  we  let  the  record  also 
show  that  Philadelphia  Exhibit  22  constitutes  tie 
original  indenture  dated  April  1,  1927  and  the  other 
exhibits,  namely,  Philadelphia  22-A,  22-B,  22-C  and 
22-D  are  supplemental  indentures  thereto? 

i 

The  Examiner:  Yes,  sir.  j 

Mr.  Hackney:  If  the  Examiner  pleases,  I  now 
offer  in  evidence  by  reference  the  form  A-2  regis¬ 
tration  statement  of  Duquesne  Light  Company  filed 
with  this  Commission  on  June  28,  1935,  registration 
No.  2-1507,  together  with  the  amendments  thereto, 
including  the  price  amendment. 

The  Examiner:  Any  objection? 


; 
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Mr.  Guttmann:  No  objection,  sir. 

The  Examiner:  The  A-2  statement  in  Docket 
2-1507  will  now  be  incorporated  in  this  record  by 
reference. 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  will  you  turn  to  Philadelphia  Company 
Exhibit  18,  the  corporate  capital  structure  chart.  That 
exhibit  shows,  I  believe,  that  Duquesne  Light  Company  has 
an  outstanding  bond  issue,  namely,  first  mortgage  3^ 
per  cent  bonds  maturing  June  1,  1965;  is  that  correct?  A. 
That  is  correct. 

Q.  How  much  is  presently  outstanding  and  will  you  state 
whether  or  not  those  bonds  are  publicly  owned?  [352] 
A.  There  is  $70,000,000  of  such  bonds  presently  outstanding 
and  they  are  all  owned  by  the  public. 

Q.  Will  you  please  state  the  purposes  of  that  issue  of 
bonds  and  comment  upon  any  pertinent  facts  pertaining 
to  that  bond  issue?  A.  The  presently  outstanding  3^4 
per  cent  first  mortgage  bonds  of  Duquesne  Light  Company 
were  issued  for  the  purpose  of  refunding  $70,000,000  of 
41/*  per  cent  bonds  of  Duquesne  Light  Company  which  were 
to  mature  on  April  1,  1967.  The  gross  interest  savings 
effected  by  the  issuance  of  the  presently  outstanding  bonds 
amounted  to  $700,000  per  annum.  The  bonds  presently 
outstanding  are  secured  by  a  first  lien  on  all  of  the  physical 
property  of  Duquesne  Light  Company  and  in  addition  by 
certain  minor  collateral. 

Q.  As  of  what  date  were  those  bonds  issued?  A.  They 
were  issued  as  of  June  1,  1935,  and  were  30-vear  bonds  and 
mature  almost  two  years  before  the  bonds  which  were  re¬ 
funded  by  the  issuance  of  the  3*4  per  cent  bonds. 

Mr.  Hackney:  Will  you  mark  this,  please? 
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By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  you  a  document  marked  Phila^ 
delphia  Exhibit  No.  23.  Will  you  state  what  that  is,  please? 
A.  Philadelphia  Company  Exhibit  23  is  a  statement  of  the 
[353]  designations,  rights,  privileges,  limitations,  prefer-1 
ences,  voting  powers  or  prohibitions,  restrictions  or  quali¬ 
fications  of  the  voting  and  other  rights  and  powers  and 
other  terms  and  conditions  attaching  to  the  various  classes: 
of  stock  of  Duquesne  Light  Company.  This  statement  is 
a  replica  of  the  statement  appearing  on  the  face  of  the  5 
per  cent  preferred  stock  of  Duquesne  Light  Company  pres-: 
ently  outstanding. 

i 

Q.  Mr.  Fleger,  will  you  turn  to  Philadelphia  Exhibit 
No.  18.  How  much  preferred  stock  does  Duquesne  Light! 
Company  have  outstanding?  A.  Duquesne  Light  Com¬ 
pany  has  outstanding  $27,500,000  of  preferred  stock. 

i 

Q.  What  is  the  correct  designation  of  that  stock?  A.  j 
That  is  termed  5  per  cent  cumulative  first  preferred  stock 
and  has  a  par  value  of  $100  per  share. 

Q.  Is  any  of  that  owned  by  Philadelphia  Company  or ! 
any  of  its  subsidiaries  ?  A.  It  is  not. 

l 

Q.  It  is  all  publicly  owned  then?  A.  It  is. 

Q.  Will  you  state,  please,  when  that  stock  was  issued  j 
and  the  purpose  of  issuance  ?  A.  The  presently  outstand-  i 

ing  5  per  cent  first  preferred  stock  of  Duquesne  Light  Com-  | 
pany  was  issued  January  1928  and  December  1928  for  the  i 
purpose  of  retiring  the  outstanding  7  per  [354]  cent  first 
preferred  stock  of  the  company  for  additions  and  better-  ; 
ments  to  the  property  of  the  company  and  for  other  cor-  j 
porate  purposes.  I  might  say  that  that  stock  is  callable  ! 
at  110.  | 

Q.  Has  there  ever  been  a  default  on  the  preferred  divi-  j 
dends?  A.  There  has  never  been  a  default  on  the  pre-  j 
f erred  dividends.  j 
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Q.  Will  yon  also  refer  to  Philadelphia  Exhibit  18  ?  How 
much  common  stock  does  Duquesne  Light  Company  have 
outstanding  and  will  you  state  the  ownership  of  that?  A. 
At  December  31,  1946,  there  was  outstanding  $56,813,120 
stated  value  of  common  stock  of  Duquesne  Light  Company. 
That  stated  value  is  applicable  to  2,152,828  shares,  repre¬ 
senting  all  of  the  outstanding  shares  of  common  stock  and 
all  of  that  stock  now  outstanding  is  owned  by  the  Phila¬ 
delphia  Company,  and,  as  I  stated  yesterday,  2,040,000  of 
such  shares  are  pledged  as  security  for  the  presently  out-  , 
standing  4%  per  cent  sinking  funds  and  2%  per  cent  col¬ 
lateral  trust  serial  notes  of  Philadelphia  Company. 

Q.  Mr.  Fleger,  can  you  give  us  the  capital  ratios  of 
Duquesne  Light  Company  as  of  December  31,  1946?  A. 
The  capital  ratios  of  Duquesne  Light  Company  at  December 
31,  1946,  were  as  follows:  Long-term  debt,  43.1  per  cent; 
preferred  stock,  16.9  per  cent;  common  stock  and  surplus, 
[355]  40  per  cent. 

I  would  like  to  point  out  in  that  connection  that  here 
again  control  of  Philadelphia  Company’s  principal  sub¬ 
sidiary,  Duquesne  Light  Company,  and  the  indirect  control 
of  Duquesne  Light  Company  by  Standard  Gas  and  Electric 
Company  through  Philadelphia  Company  is  not  exercised 
by  a  relatively  small  percentage  of  the  equity  stock  of  the 
Duquesne  Light  Company;  rather,  the  entire  amount  of 
common  stock  which  is  all  of  the  full  voting  stock  of  Du¬ 
quesne  Light  Company  is  owned  entirely  by  Philadelphia 
Company. 

Q.  What  consideration  has  been  given  to  the  refunding 
of  the  Duquesne  Light  Company  bonds  or  other  refinancing 
of  Duquesne  Light  Company?  A.  Considerable  consider¬ 
ation  has  been  given  in  recent  years  to  the  refunding  of 
both  the  outstanding  bonds  and  the  preferred  stock  of 
Duquesne  Light  Company.  Back  in  1941  when  Philadelphia 
Company  refunded  its  then  outstanding  5  per  cent  bonds  in 
the  amount  of  $60,000,000,  very  serious  consideration  was 
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given  to  the  feasibility  and  advisability  of  following  that 
operation  with  a  refunding  of  the  bonds  and/or  a  refunding 
of  the  preferred  stock  of  Duquesne  Light  Company,  and 
the  whole  problem  was  very  carefully  canvassed.  It  was 
determined  by  the  company  that  it  would  be  inadvisable 
to  refund  either  the  bonds  or  the  preferred  stock  for  two 
basic  reasons :  first,  it  was  the  opinion  of  the  company  aftet 
studying  the  situation  that  [356]  more  favorable  market 
conditions  for  such  a  refunding  would  obtain  at  a  later  dat^. 
That  judgment  has  since  been  clearly  vindicated.  Secondly, 
after  an  analysis  of  the  company’s  position  at  that  time  it 
was  determined  that  more  favorable  terms  could  be  obtained 
and  greater  savings  effected  if  the  recapitalization  was  de¬ 
ferred  until  certain  aspects  of  Duquesne  Light  Company 
situation  had  been  clarified.  I  refer  principally  to  three 
things:  In  1941  the  Duquesne  Light  Company’s  reserve  for 
depreciation  amounted  to  about  $18,000,000  and  represented 
about  10  per  cent  of  its  plant  account.  In  connection  with 
the  proceedings  involving  the  refunding  of  the  5  per  cent 
bonds  of  Philadelphia  Company  in  1941,  attention  was 
given  to  that  matter  and  the  Commission  staff  requested 
that  the  annual  accrual  to  the  reserve  be  increased.  At| 
that  time  the  accrual  was  at  the  rate  of  8  per  cent  of  grosg 
operating  revenues  plus  a  flat  sum  of  $500,000  per  annum. 
The  staff  requested  that  the  annual  accrual  be  increased  at 
least  by  another  one-half  million  dollars.  After  considerabld 
discussion  the  company  made  a  proposal  whereby  the  an¬ 
nual  accrual  would  be  changed  to  a  flat  10  per  cent  of  grossj 
operating  revenues.  This  had  the  effect  of  increasing  the 
rate  of  accrual  in  1941  by  $250,000  per  annum.  In  connec¬ 
tion  with  those  discussions  it  was  stated  by  the  Commissioni 
representatives  that  when  Duquesne  Light  Company  under-! 
took  the  refunding  of  its  bonds  and  preferred  stock,  thatj 
further  [357]  consideration  would  be  given  to  this  matter.. 
Since  1941  the  Duquesne  Light  Company’s  reserve  for  de-j 
preciation  has  been  increased  materially  because  the  10  per  i 
cent  of  gross  accrual  operated  to  increase  substantially  the 
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annual  accruals  due  to  the  substantial  increase  in  gross 
operating  revenues  that  occurred  subsequent  to  1941,  and 
at  the  present  time  the  reserve  amounts  to  about  20  per 
cent  of  the  plant  account  or  double  of  what  it  was  in  1941, 
and  in  the  opinion  of  the  company  requires  no  increase  in 
the  annual  accrual  which  would,  of  course,  operate  to  reduce 
the  net  earnings  of  the  company  available  for  interest  and 
debt  dividends  on  its  preferred  stock  and  dividends  on  its 
common  stock. 

The  second  matter  which  I  referred  to  involves  Du- 
quesne  Light  Company’s  right  to  earn.  In  connection  with 
the  recapitalization  of  Philadelphia  Company  in  1939  and 
1940,  in  the  proceedings  which  were  referred  to  before  the 
Securities  and  Exchange  Commission  yesterday,  the  ques¬ 
tion  was  raised  by  the  Commission’s  representatives  as 
to  the  right  of  Duquesne  Light  Company  to  earn.  This 
question  was  injected  because  there  was  pending  at  that 
time  a  rate  complaint  against  Duquesne  Light  Company 
before  the  Pennsylvania  Public  Utility  Commission.  That 
proceeding  had  been  instituted  in  1937  and  in  August  of 
1937  a  temporary  rate  base  and  a  temporary  rate  reduction 
had  been  established  by  the  Pennsylvania  Commission.  It 
was  suggested,  therefore,  that  the  company’s  right  to  earn 
[358]  was  subject  possibly  to  further  substantial  reduc¬ 
tion.  Although  this  proceeding  was  closed  in  1940  no  rate 
base  was  fixed.  The  company  offered  to  make  a  further 
reduction  in  its  rates  in  that  year  and  the  Commission  con¬ 
sidered  that  the  proceedings  should  be  terminated  in  the 
light  of  that  reduction.  Due  to  the  fact  that  no  rate  base 
was  fixed  in  1940  and  due  to  the  fact  that  the  new  Penn¬ 
sylvania  Public  Utility  law  of  1937  had  not  yet  been  con¬ 
strued  by  the  Pennsylvania  Courts,  it  was  not  clear,  there¬ 
fore,  as  to  what  the  basis  would  be  for  evaluing  Duquesne 
Light  Company’s  properties  for  rate-making  purposes, 
and  the  question  of  Duquesne  Light  Company’s  right  to 
earn  was  not  yet  fully  clarified.  This  situation  was  clari¬ 
fied  in  1944  when,  as  I  stated  previously,  the  Pennsylvania 
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Superior  Court  construed  for  the  first  time  the  rate  provi¬ 
sions  of  the  new  State  Act  of  1937  and  held  that  under  that 
Act  the  Public  Utility  Commission  was  required  to  value 
properties  of  utility  companies  in  Pennsylvania  on  the 
basis  of  the  fair  value  rule,  which  required  that  the  Com¬ 
mission  take  into  account  reproduction  cost  new  less  de¬ 
preciation,  as  well  as  original  cost  and  other  elements  of 
value  enumerated  by  the  United  States  Supreme  Court  in 
the  early  decision  of  Smythe  vs.  Ames. 

I 

The  third  factor  which  I  referred  to  involves  tiie 
original  cost  of  Duquesne  Light  Company.  The  Duquesne 
Light  Company  was,  of  course,  required  by  the  new  Uni¬ 
form  System  of  Accounts  of  the  Pennsylvania  Public 
Utility  Commission  and  the  [359]  Federal  Power  Com¬ 
mission  to  determine  the  original  cost  of  its  property  in 
the  manner  prescribed  in  those  systems  of  accounts  and  to 
restate  its  accounts  on  the  basis  of  original  cost.  Unfil 
this  original  cost  had  been  determined  and  approved  by 
the  two  commissions  mentioned  it  was,  of  course,  not  pos¬ 
sible  to  predict  what  amortization,  if  any,  the  company 
would  be  required  to  make  out  of  income  to  dispose  of  any 
amounts  that  might  be  required  to  be  classified  by  the 
Commissions  in  either  Account  107  or  Account  100.5.  This 
question  was  not  disposed  of  until  January  1946,  at  which 
time  the  two  commissions  approved  the  original  cost  re¬ 
port  of  the  Duquesne  Light  Company  as  amended.  This 
disposition  of  the  original  cost  report  resulted  in  estab¬ 
lishing  that  the  company  had  available  more  than  sufficient 
surplus  and  reserves  to  charge  off  immediately  all  of  the 
items  required  by  the  Commissions’  orders  to  be  dispose^ 
of  in  order  to  enable  it  to  restate  its  accounts  at  original 
cost.  Notwithstanding  this  fact,  the  company  undertook 
voluntarily  to  amortize  out  of  income  over  a  period  of  15 
years,  at  the  rate  of  about  $250,000  a  year,  an  item  which 
the  company  had  contended  should  be  classified  in  Account 
100.1  and  which  the  company  contended  should  not  be 
written  off  or  amortized,  and  this  item  the  Pennsylvania 
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Public  Utility  Commission  finally  held  should  be  classified 
in  Account  100.5,  as  did  the  Federal  Power  Commission, 
but  the  Pennsylvania  Commission  further  held  that  if  the 
company  so  [360]  desired  it  could  amortize  the  item  out 
of  income  over  a  period  of  15  years  and  that  such  annual 
amortization  would  be  allowed  as  a  proper  operating  ex¬ 
pense  for  rate  purposes.  The  company  elected  to  adopt 
the  latter  course,  but  it  is  free,  naturally,  to  discontinue 
this  amortization  at  any  time  that  it  sees  fit  and  to  charge 
off  the  balance  remaining,  as  it  did,  against  surplus. 

The  three  factors  which  I  mentioned  having  been  clari¬ 
fied  and  the  balance  sheet  of  Duquesne  Light  Company 
having  been  restated  so  that  there  remained  no  substantial 
questions  which  could  affect  the  company’s  earning 
capacity,  immediate  consideration  was  given  to  refunding 
of  the  outstanding  bonds  and  preferred  stock  of  Duquesne 
Light  Company.  There  were  considerable  discussions  in 
the  forepart  of  1946  which  eventually  resulted  in  a  tentative 
time  schedule  for  the  refunding  being  carried  out.  In  the 
summer  of  1946  developments  occurred  which  indicated 
that  market  conditions  would  not  be  most  favorable  to  such 
a  refinancing. 

The  Examiner :  Well,  since  you  had  these  three 
problems  clarified  as  early  as  January,  1946,  why 
didn’t  you  put  through  the  refunding  prior  to  May, 
where  the  industrial  averages  reached  212,  their 
peak?  Why  did  you  let  the  favorable  market  go  by? 

The  Witness:  I  am  trying  to  explain  that  now. 

The  Examiner :  All  right. 

[361]  The  Witness:  As  I  said,  a  schedule  was 
worked  out  in  the  forepart  of  1946,  but  before  any 
action  was  taken  the  market  showed  signs  of  taking 
an  adverse  trend  and,  in  fact,  during  that  period  the 
Standard  Gas  and  Electric  Company  offered  for  sale 
its  entire  ownership  of  stock  in  the  California-Oregon 
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Power  Company.  Bids  were  received  and  they  were 
rejected  because  they  were  not  considered  to  he  tile 
most  favorable  price  that  could  be  obtained  for  that 
stock.  Immediately  thereafter  the  Duquesne  Light 
Company  became  involved  in  a  strike  of  certain  of 
its  employees,  which  lasted  for  a  period  of  27  days,  i 

The  Examiner:  When  did  the  strike  start,  Mr. 
Fleger?  It  was  some  time  in  November,  wasn’t  it? 

The  Witness :  Some  time  in  September,  and  lasted 
for  27  days.  j 

Mr.  Guttmann:  Excuse  me  just  a  moment,  M^. 
Fleger.  You  mentioned  Calif ornia-Oregon  Power 
Company.  Do  you  contend  that  that  company  and 
Duquesne  are  comparable? 

Mr.  Hackney :  If  the  Examiner  pleases,  I  think 
the  witness  is  entitled  to  finish  his  story. 

The  Examiner:  All  right.  Go  right  ahead,  Mr. 
Fleger. 

The  Witness:  It  of  course  was  considered  inad¬ 
visable  to  do  any  refinancing  of  Duquesne  Light  Comr 
pany  either  during  or  immediately  following  th^ 
strike  to  which  I  have  referred.  Consideration  of 
this  refinancing  was  therefore  deferred  until  thU 
year.  Thus  far  no  definite  action  has  been  taken  b^ 
the  [362]  Board  of  Directors  of  Duquesne  Light 
Company  to  authorize  the  refunding  of  its  bonds  or 
preferred  stock  on  any  specified  basis  or  terms.  How+ 
ever,  the  matter  is  under  active  consideration  and 
action  will  no  doubt  be  taken  in  the  very  near  future^ 
the  precise  time  depending,  of  course,  upon  when,  in 
the  judgment  of  the  company,  most  favorable  market 
conditions  obtain  and  the  most  favorable  terms  will 
be  obtainable.  It  is  my  opinion  that  not  only  would 
it  have  been  a  serious  mistake  for  the  company  to 
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have  refunded  its  bonds  and  preferred  stock  as  was 
suggested  by  some  parties  in  1941  or  thereabouts, 
but  it  is  my  opinion  that  the  terms  for  which  the 
Duquesne  Light  Company  will  be  able  to  refund  the 
bonds  and  preferred  stock  when  that  is  undertaken 
in  accordance  with  the  program  that  we  have  in  mind, 
that  it  will  be  clearly  demonstrated  that  the  com¬ 
pany’s  selection  of  the  time  to  undertake  this  opera¬ 
tion  will  have  resulted  in  the  maximum  over-all 
savings. 

The  Examiner:  I  think  I  asked  you,  Mr.  Fleger, 
why  the  company  didn’t  take  advantage  of  the  fav¬ 
orable  market  conditions  obtaining  from  January  1, 
1946  to  May  29,  1946. 

The  Witness:  The  company  did  not,  it  happens, 
work  out  and  submit  a  program  for  the  refunding  of 
the  bonds  and  preferred  stock  in  that  what  to  me  is 
a  relatively  limited  period,  because  the  company  did 
not  believe,  and  still  does  not  believe,  that  the  market 
conditions  that  would  obtain  thereafter  would  be  less 
favorable.  Needless  to  say,  there  are  [363]  varying 
opinions  on  this  subject  and  today,  for  example,  there 
is  a  difference  of  opinion  among  investment  bankers 
as  to  the  capacity  of  the  market  to  receive  an  issue 
of  refunding  bonds  or  preferred  stocks  such  as  we 
are  talking  about.  There  is  a  substantial  segment 
of  opinion  that  the  market  will  be  in  as  good  or  bet¬ 
ter  shape  before  the  year  is  out  to  receive  such  an 
issue  of  securities  as  has  obtained  at  any  time  here¬ 
tofore. 

By  Mr.  Hackney: 

Q.  Do  you  have  any  further  comments,  Mr.  Fleger,  on 
the  refunding  or  refinancing?  A.  I  have  not. 

Mr.  Guttmann:  Before  you  pass  on,  Mr.  Hackney, 
I  am  just  trying  to  understand  the  point  that  Mr. 
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Fleger  was  trying  to  make  when  he  referred  to  Cali- 
fornia-Oregon  Power  Company.  I 

Mr.  Hackney:  If  the  Examiner  pleases,  there  are 
so  many  interruptions  which  I  think  are  really  cross- 
examination.  I  am  trying  to  be  very  patient  with 
counsel  for  the  Commission  and - 

i 

The  Examiner :  All  right.  The  Trial  Examiner 
also  will  refrain,  and  so  will  the  Commission  counsel. 

j 

Go  right  ahead,  Mr.  Fleger. 

Mr.  Hackney:  If  the  Examiner  pleases,  I  believe 
I  neglected  to  offer  in  evidence  Philadelphia  Exhibit 
No.  23.  I  offer  it  now. 

The  Examiner:  Is  there  objection? 

Mr.  Guttmann:  No  objection. 

[364]  The  Examiner:  It  will  come  in. 

i 

I 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  if  you  will  look  at  Philadelphia  Exhibit 
18,  with  particular  reference  to  the  debt  of  Equitable  Real 
Estate  Company,  will  you  state  what  debt  that  company 
has  outstanding  or  any  other  publicly  owned  securities  that 
company  has  outstanding?  A.  The  Equitable  Real  Esr 
tate  Company  has  outstanding  a  4  per  cent  real  estate  morth 
gage  on  the  building  which  it  owns  at  435  Sixth  Avenue^ 
which  I  previously  mentioned.  This  mortgage  is  due  seri¬ 
ally  to  November  29,  1957,  and  is  presently  in  the  amount 
of  $1,186,741.  This  mortgage  was  issued  on  May  29,  1940, 
for  the  purpose  of  retiring  then  outstanding  6  per  ceni 
bonds  of  the  Real  Estate  company. 

Q.  Does  Equitable  Real  Estate  Company  have  any  other 
publicly  owned  securities?  A.  It  does  not. 

Q.  Philadelphia  Exhibit  18  also  shows  the  Consolidated 
Gas  Company  of  the  City  of  Pittsburgh.  Does  it  have  any 


I 
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publicly  owned  securities?  A.  It  does.  The  Consoli¬ 
dated  Gas  Company  of  the  City  of  Pittsburgh  has  outstand¬ 
ing  preferred  cumulative  6  per  cent  stock,  having  a  par 
value  of  $50  per  share  in  the  amount  of  [365]  $2,000,000 
of  which  $1,729,800  is  owned  by  the  public,  and  the  balance, 
or  $270,200  is  owned  by  the  Philadelphia  Company.  The 
remaining  securities  of  that  company  presently  outstand¬ 
ing  are  all  owned  by  Philadelphia  Company. 

Q.  Will  you  state  when  the  preferred  stock  of  the  Con¬ 
solidated  Gas  Company  of  the  City  of  Pittsburgh  was 
issued  and  the  purpose  of  its  issuance?  A.  The  pre¬ 
ferred  stock  of  the  Consolidated  Gas  Company  of  the  City 
of  Pittsburgh  was  issued  in  June  1898  for  the  purpose  of 
acquiring  securities  of  other  gas  companies.  Subsequently 
the  stock  was  guaranteed  as  to  dividends  at  4  per  cent  by 
Philadelphia  Company.  That  amounts  to  about  $69,000 
per  annum.  It  is  my  understanding  that  the  guarantee 
which  I  referred  to  was  made  as  a  means  of  compromising 
litigation  some  years  ago  between  certain  of  the  preferred 
stockholders  of  Consolidated  Gas  Company  of  the  City  of 
Pittsburgh  and  the  common  stockholders.  As  I  previously 
stated,  the  Consolidated  Gas  Company  of  Pittsburgh’s 
property  has  been  entirely  abandoned  and  the  company  has 
no  operations  in  existence  today. 

Q.  I  believe  that  stock  is  non-callable  ?  A.  That  stock 
is  non-callable  and  it  is  the  purpose  of  Philadelphia  Com¬ 
pany  when  it  undertakes  the  recapitalization  of  its  out¬ 
standing  debt  and  preferred  stock  in  the  manner  in  which 
I  explained  yesterday  to  endeavor  to  refund  or  recapital¬ 
ize  or  otherwise  dispose  of  the  6  per  cent  preferred  stock  of 
[366]  Consolidated  Gas  Company  of  the  City  of  Pittsburgh. 
The  measures  which  are  being  considered  for  that  purpose 
are  the  same  which  I  explained  that  were  being  considered 
in  connection  with  the  refunding  of  the  6  per  cent  cumula¬ 
tive  preferred  stock  of  Philadelphia  Company,  which  is 
likewise  non-callable. 
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Q.  How  much  does  the  guarantee  of  dividends  by  Phila¬ 
delphia  Company  cost  that  company  per  year,  approxi¬ 
mately?  A.  I  have  already  stated  that.  $69,000  a  ybar, 
approximately. 

Q.  Mr.  Fleger,  if  you  will  look  at  Philadelphia  Exhibit 
18,  the  corporate  capitalization  chart,  aside  from  Pitts¬ 
burgh  Railways  Company  and  companies  in  the  Pittsburgh 
Railways  system,  what  other  publicly  owned  securities  are 
there  outstanding  in  the  Philadelphia  Company  system 
other  than  the  ones  you  have  already  mentioned?  jA. 
With  the  exception  of  Philadelphia  Company,  Duquesne 
Light  Company,  Equitable  Real  Estate  Company,  and  Con¬ 
solidated  Gas  Company  of  the  City  of  Pittsburgh,  which  I 
have  already  explained,  and  with  the  further  exception  of 
the  Pittsburgh  Railways  Company,  and  the  companies  in 
the  Pittsburgh  Railways  system,  none  of  the  companies  in 
the  Philadelphia  Company  system  has  any  securities  pres¬ 
ently  outstanding  owned  by  the  public. 

Q.  I  notice  Kentucky- West  Virginia  shows  some  stock 
outstanding  but  the  footnotes  explain  the  ownership  of  thkt. 
[367]  A.  The  stock  of  Kentucky-West  Virginia  Gas  Com¬ 
pany  which  is  not  owned  by  Philadelphia  Company  or  its 
subsidiary,  Pittsburgh  &  West  Virginia  Gas  Company,  is 
all  owned  by  the  Louisville  Gas  &  Electric  Company  of  Ken¬ 
tucky,  which  is  a  subsidiary  of  the  Louisville  Gas  &  Electric 
Company  of  Delaware,  which  is  in  turn  a  subsidiary  of 
Standard  Gas  and  Electric  Company.  In  other  words,  th^t 
stock  is  owned  by  an  affiliate  of  the  Philadelphia  Company. 

Mr.  Hackney:  If  the  Examiner  pleases,  we  aj*e 
about  to  pass  to  another  subject.  Could  we  have  a 
few  minutes  recess?  j 

The  Examiner:  We  will  take  a  recess  for  five 
minutes.  I 


(Short  recess.) 
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Mr.  Hackney:  Will  you  mark  this,  please? 

By  Mr.  Hackney: 

Q.  Mr.  Flegler,  I  show  you  a  document  which  has  been 
marked  Philadelphia  Exhibit  No.  24.  Will  you  state,  please, 
what  that  document  is?  A.  Philadelphia  Company 
Exhibit  No.  24  is  a  corporate  organization  chart  of  Phil¬ 
adelphia  Company  and  subsidiary  companies  not  including 
underlier  companies  in  the  Pittsburgh  Railways  system 
as  of  December  31,  1946. 

Q.  That  chart  was  prepared  at  your  direction  and  by 
persons  under  your  supervision?  [368]  A.  It  was. 

Mr.  Hackney:  If  the  Examiner  pleases,  I  offer  in 
evidence  Philadelphia  Exhibit  No.  24. 

The  Examiner:  Is  there  objection? 

Mr.  Guttmann:  I  have  one  question,  preliminarily, 
if  I  may,  Mr.  Examiner. 

I  note  that  Pittsburgh  &  West  Virginia  Gas 
Company  listed  immediately  below  Philadelphia 
Company,  the  legend  there  does  not  state  that  said 
company  is  a  holding  company. 

The  Witness:  As  I  testified  yesterday,  it  is  a  hold¬ 
ing  company. 

The  Examiner:  Is  there  any  objection? 

Mr.  Guttmann:  No  objection. 

The  Examiner:  All  right,  the  chart  will  now  come 
in  as  Philadelphia  24. 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  would  you  be  good  enough  to  explain 
that  chart,  the  significance  of  it,  with  particular  reference 
to  companies  owned  by  Philadelphia  Company,  directly 
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owned  and  indirectly  owned?  A.  This  chart  shows  the 
relationship  between  the  various  companies  in  the  group 
and  describes  briefly  the  operations  of  each  company.  Those 
operations  I  have  already  described  more  [369]  fully  in 
my  testimony.  I  would  like  to  bring  out,  however,  that  the 
chart  shows  that  excluding  the  underlier  companies  in  the 
Pittsburgh  Railways  system,  that  there  is  a  total  of  15 
companies  in  the  Philadelphia  Company  system,  including 
Philadelphia  Company  itself.  In  addition  to  that,  the  chart 
shows  that  all  of  the  companies  in  the  group  that  are  shown 
on  the  chart  are  directly  owned  by  Philadelphia  Company 
with  the  exception  of  four  companies.  The  four  companies 
are  Allegheny  County  Steam  Heating  Company,  which  is 
controlled  directly  by  Duquesne  Light  Company,  the  Equit¬ 
able  Gas  Company  and  Philadelphia  Oil  Company,  which 
are  controlled  directly  by  Pittsburgh  and  West  Virginia 
Gas  Company,  and  Pittsburgh  Motor  Coach  Company, 
which  is  controlled  directly  by  Pittsburgh  Railways  Cornu 
pany.  In  other  words,  the  chart  discloses  that  not  only  are 
most  of  the  companies  in  the  group  controlled  directly  by 
Philadelphia  Company,  but  it  also  shows  that  below  the 
Philadelphia  Company  there  are  only  two  tiers  of  comt 
panies  and  the  number  of  companies  in  the  second  tier  is 
only  four. 

Q.  Mr.  Fleger,  the  present  setup  or  organization  of  the 
Philadelphia  Company  system  I  believe  is  the  result  of 
consolidation  of  properties  of  a  number  of  companies? 
A.  It  is.  As  I  have  already  explained.  In  fact,  the  prop¬ 
erties  now  owned  by  the  companies  shown  on  the  chart 
marked  Philadelphia  Company  Exhibit  No.  24  were  at  one, 
time  or  another  owned  by  more  than  190  companies.  There¬ 
fore,  this  group  of  [370]  companies  shown  on  this  chart 
is  the  result  of  bringing  together,  in  effect,  over  190  sepa¬ 
rate  corporations  during  the  history  of  this  system.  Ij 
mention  that  particularly  in  order  to  make  clear  that  cor¬ 
porate  simplification,  at  least  in  so  far  as  the  Philadelphia 
Company  system  is  concerned,  is  not  a  subject  which  origi- ; 
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nated  with  the  passage  of  the  Holding  Company  Act  of 
1935. 

Mr.  Hackney:  Will  yon  mark  this,  please. 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  yon  a  document  which  has  been 
marked  Philadelphia  Exhibit  25.  Will  yon  explain  what 
that  document  is?  A.  Philadelphia  Company  Exhibit 
No.  25  is  a  group  of  charts  showing  the  organization  of 
that  company  as  of  February  21, 1947. 

Q.  Was  that  prepared  at  your  direction?  A.  It  was. 

Mr.  Hackney:  If  the  Examiner  pleases,  I  offer 
in  evidence  Philadelphia  Exhibit  No.  25. 

The  Examiner:  Is  there  any  objection? 

Mr.  Guttmann:  No  objection. 

The  Examiner:  The  group  of  charts  just  identi¬ 
fied  will  now  come  in  as  Philadelphia  25. 

[371]  Mr.  Hackney:  May  I  suggest  that  each  of 
the  separate  charts  in  this  exhibit  be  marked  with  a 
separate  page  number,  say  25-A,  25-B  and  so  forth, 
consecutively? 

The  Examiner:  They  may  be  marked  accordingly. 

Mr.  Hackney:  Instead  of  marking  this  as  I  sug¬ 
gested,  as  25-A,  B,  and  so  forth,  we  have  marked  the 
separate  pages  of  it  pages  1  to  11,  inclusive. 

The  Examiner:  Very  well. 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  you  Philadelphia  Exhibit  25  and 
direct  your  attention  to  page  1  of  that  exhibit.  Will  you 
explain  what  the  chart  on  page  1  shows?  A.  The  chart 
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on  page  1,  Philadelphia  Exhibit  No.  25,  shows  the  general 
organization  of  the  Philadelphia  Company  by  principal 
departments  or  divisions. 

Q.  How  many  officers  of  Philadelphia  Company  are 
there?  A.  At  the  present  time  there  are  10  corporate 
officers  of  the  Philadelphia  Company.  j 

Q.  And  of  those  10  officers  how  many  are  residents  of  the 
Pittsburgh  district?  A.  Nine  of  the  officers  are  resi¬ 
dents  of  the  Pittsburgh  district.  In  fact,  throughout  the 
entire  history  of  the  Philadelphia  Company,  since  its  organ¬ 
ization  in  1884,  by  far  the  [372]  greater  part  of  its  officers 
have  been  residents  of  the  Pittsburgh  district.  In  fact, 
from  the  year  1884  until  the  year  1942  the  chief  executive 
officer  of  the  company,  namely,  the  president — I  say 
“namely,  the  president,’ ’  because  under  the  bylaws  of  the 
company  the  president  is  the  chief  executive  officer,  as 
distinguished  from  the  chairman  of  the  Board,  the  chair¬ 
man  of  the  Board  having  authority  merely  to  preside  over 
meetings  of  the  Board  of  Directors.  Throughout  that  period 
1884  to  1942  the  chief  executive  officer,  or  president,  of  the 
Philadelphia  Company  in  each  year  has  been  a  resident  of 
the  Pittsburgh  district,  with  the  exception  that  Mr.  John  J. 
0  ’Brien,  then  president  of  Standard  Gas  and  Electric  Com¬ 
pany,  was  president  of  Philadelphia  Company  for  a  ver^ 
short  period  of  time,  namely,  between  1929  and  1931. 
Furthermore,  even  during  that  period  1884  to  1942  the 
chairman  of  the  Board  was  a  resident  of  the  Pittsburgh 
district,  with  the  exception  of  the  period  between  1926  and 
1934  when  Mr.  Moritz  Rosenthal  was  chairman  of  the  Board. 
Since  1942  Mr.  Leo  T.  Crowley,  president  and  chairman  of 
the  Board  of  Directors  of  Standard  Gas  and  Electric  Com¬ 
pany,  has  been  president  and  chairman  of  the  Board  of 
Philadelphia  Company,  and  I  would  like  to  point  out  in  that 
connection  that  Mr.  Crowley  became  president  and  chair¬ 
man  of  the  Board  of  Philadelphia  Company  after  the  Secu¬ 
rities  and  Exchange  Commission  had,  in  1941,  approved 
Standard  Gas  and  Electric  Company’s  Plan  of  Integration, 
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which  contemplated  that  Standard  [373]  Gas  and  Electric 
Company  would  dispose  of  all  of  its  assets  except  Phila¬ 
delphia  Company  and  Public  Utility  Engineering'  and  Ser¬ 
vice  Corporation ;  and  further  that  Standard  Gas  and  Elec¬ 
tric  Company  would  be  merged  with  Philadelphia  Company. 

Q.  Do  you  know  when  Mr.  Crowley  became  chairman  of 
the  Board  of  Standard  Gas?  A.  He  became  president  in 
1939.  I  am  not  certain  as  to  the  exact  date  when  he  became 
chairman  of  the  Board,  but  it  was  some  time  before  he  was 
made  president  and  chairman  of  the  Board  of  Philadelphia 
Company. 

Q.  And  since  then  he  has  continued  to  head  Standard 
Gas?  A.  That  is  correct. 

Q.  Now,  Mr.  Fleger,  that  chart,  page  1  of  that  chart, 
shows  the  chairman  of  the  Board  and  president  as  Mr. 
Crowley,  yourself  as  executive  vice-president,  then  there  is 
a  line  beneath  it  containing  10  blocks.  Will  you  please 
explain  those  blocks  and  what  they  mean,  the  significance 
of  them?  A.  Page  1  of  Exhibit  25  shows  that  the  chair¬ 
man  of  the  Board  and  president,  Mr.  Leo  T.  Crowley,  is  the 
chief  executive  officer  of  the  company.  It  also  shows  that 
I  as  executive  vice-president  am  directly  responsible  to  him. 
The  chart  further  shows  that  the  main  departments  of 
Philadelphia  Company  are  directly  responsible  to  me  as 
executive  vice-president.  The  departments  to  which  I  refer 
are  the  accounting  department,  of  which  Mr.  C.  T.  Harmon, 
comptroller  of  the  company,  is  the  [374]  department  head; 
the  adjustment  department,  of  which  Mr.  J.  R.  McNary, 
manager,  is  the  department  head;  the  advertising  depart¬ 
ment,  of  which  Mr.  H.  Briggs,  Jr.,  manager,  is  the  depart¬ 
ment  head ;  the  law  department,  of  which  I  as  general  attor¬ 
ney  am  the  department  head;  the  executive  department; 
the  personnel  department,  of  which  Mr.  H.  L.  Donaldson, 
director  of  personnel,  is  the  department  head ;  the  purchas¬ 
ing  department,  of  which  Mr.  R.  C.  Wenz,  general  purchas¬ 
ing  agent,  is  the  department  head;  the  secretary’s  depart- 
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ment,  of  which  Mr.  E.  W.  Washabaugh,  secretary,  is  the 
department  head ;  the  telephone  department,  of  which 
Mr.  H.  J.  Smith,  superintendent,  is  the  department  head, 
and  the  treasury  department,  of  which  Mr.  H.  D.  Megahan, 
treasurer,  is  the  department  head. 

Q.  Now,  Mr.  Fleger,  some  of  those  departments  I  believej 
are  called  general  departments?  A.  They  are. 

Q.  Which  ones  are  the  general  departments?  A.  All 
of  the  departments  that  I  have  enumerated  as  shown  on  page 
1,  with  the  exception  of  one,  the  executive  department,  are 
generally  called  general  departments.  Those  departments; 
are  departments  not  only  of  Philadelphia  Company,  hut; 
they  are  departments  of  other  companies  in  the  Philadel-i 
phia  Company  group,  as  I  will  explain  at  a  later  point  in 
my  testimony.  Those  departments  have  functioned  for,  and, 
have  been  departments  of,  most  of  the  companies  in  the  i 
Philadelphia  [375]  Company  group  for  many  years.  The 
arrangement  under  which  they  first  came  into  existence  , 
and  under  which  they  have  since  been  maintained  is  set  | 
forth  in  a  statement,  a  written  statement  filed  with  the 
Pennsylvania  Public  Utility  Commission  in  accordance  with  j 
the  provisions  of  the  Pennsylvania  Public  Utility  Act  of  j 
1937,  that  filing  having  taken  place  shortly  after  the  pas-  j 
sage  of  that  Act  in  the  year  1937. 

i 

[376]  Mr.  Hackney:  Will  you  please  mark  this? 

I 

By  Mr.  Hackney:  j 

Q.  Mr.  Fleger,  I  show  you  a  document  which  has  been  j 
marked  as  Exhibit  26.  Is  that  the  oral  agreement  to  which  j 
you  refer?  A.  That  is  the  arrangement  under  which  j 
the  general  departments  began  to  function  as  departments 
of  the  various  companies  in  the  Philadelphia  Company 
group  which  I  have  just  referred  to.  j 

Mr.  Hackney:  If  the  Examiner  pleases,  I  offer  in 
evidence  Philadelphia  Exhibit  26. 
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Mr.  Guttmann:  No  objection. 

The  Examiner:  It  will  come  in. 

By  Mr.  Hackney: 

Q.  Will  you  describe  or  comment  upon  Philadelphia 
Exhibit  26  ?  A.  Philadelphia  Company  Exhibit  26,  which, 
as  I  stated,  has  been  on  file  with  the  Pennsylvania  Public 
Utility  Commission  since  shortly  after  1937,  states :  “There 
was  in  existence  on  June  1,  1937,  an  executory  oral  agree¬ 
ment,  made  many  years  prior  to  that  date,  among  the  com¬ 
panies  in  the  Philadelphia  Company  [377]  group,  pro¬ 
viding  for  the  operation  of  joint  departments  and  activities 
and  the  joint  use  of  property  and  facilities,  which  is  still 
in  effect.” 

It  further  states:  “The  agreement  exists  between  the 
following  companies” — and  the  companies  enumerated  as 
being  then  parties  to  the  arrangement  were  Allegheny 
County  Steam  Heating  Company,  Beaver  Valley  Motor 
Coach  Company,  the  Beaver  Valley  Traction  Company, 
Cheswick  and  Harmar  Railroad  Company,  Duquesne  Light 
Company,  Equitable  Auto  Company,  Equitable  Gas  Com¬ 
pany,  Equitable  Real  Estate  Company,  Equitable  Sales 
Company,  Finleyville  Oil  &  Gas  Company,  Harwich  Coal 
&  Coke  Company,  Philadelphia  Company,  Philadelphia  Oil 
Company,  Pittsburgh  Motor  Coach  Company,  Pittsburgh 
and  West  Virginia  Gas  Company,  and  Pittsburgh  Railways 
Company. 

The  statement  further  states:  “The  agreement  provides 
for  the  operation” - 

The  Examiner:  Mr.  Fleger,  I  don’t  wTant  to  inter¬ 
rupt  you,  but  it  is  in  evidence  and  I  don’t  see  any 
point  in  reading  into  the  record  the  list  of  companies 
which  is  already  in  evidence  and  I  take  it  you  are 
now  going  to  read  the  agreement  w’hich  is  in  the 
exhibit. 
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The  Witness:  I  am  reading  it,  Your  Honor,  be¬ 
cause  I  propose  to  explain  what  changes  have  taken 
place,  and  in  order  to  explain  what  changes  have 
taken  place  in  the  companies,  I  have  to  first  enumer¬ 
ate  the  companies  that  were  in  the  arrange-  [378] 
ment  at  1937,  when  this  arrangement  was  filed.  That 
is  the  only  reason  I  am  doing  it. 

The  Examiner:  You  appreciate  that  I  don’t  want 
to  have  a  duplication. 

The  Witness:  Yes,  sir.  It  is  very  short,  I  might! 
say.  i 

i 

The  Examiner:  All  right. 

The  Witness:  The  statement  further  says:  “Thei 
agreement  provides  for  the  operation  of  a  joint  de¬ 
partment  or  activity  and  the  joint  use  of  property! 
and  facilities  by  any  two  or  more  companies  of  the ! 
group,  the  discontinuance  thereof  when  no  longer  j 
needed,  and  the  withdrawal  from  the  operation  or  i 
use  thereof  by  any  company  at  its  option.” 

i 

The  statement  finally  provides  that:  “The  cost  j 
of  any  such  department  or  activity  or  property  or 
facilities  jointly  maintained,  operated  or  owned  is  j 
required  by  the  agreement  to  be  distributed  among  ; 
the  participating  companies  on  the  basis  of  the  work 
performed  for  each,  if  reasonably  possible  of  ascer¬ 
tainment,  otherwise  on  the  basis  of  the  gross  earn¬ 
ings  of  such  companies  during  the  previous  year,  j 
Where  property  or  facilities  owned  by  one  company  I 
are  jointly  used  by  another  one  or  more  companies, 
the  owning  company  is  required  to  be  made  whole 
for  the  cost  to  it  of  the  property  or  facilities,  based 
on  the  portion  of  such  property  or  facilities  used  for  i 
the  benefit  of  each  participating  company.” 

I  would  like  to  point  out  that  there  have  been  i 
certain  [379]  changes  affecting  this  arrangement  j 
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since  this  statement  was  filed  with  the  Pennsylvania 
Public  Utility  Commission.  Thus,  the  Beaver  Valley 
Motor  Coach  Company  and  the  Beaver  Valley  Trac¬ 
tion  Company  are  no  longer  parties  to  the  agreement 
because  they  have  been  disposed  of  by  Philadelphia 
Company  and  are  no  longer  subsidiaries  of  Philadel¬ 
phia  Company.  Likewise,  the  Harwich  Coal  &  Coke 
Company  is  no  longer  a  party  to  the  arrangement 
because  since  this  statement  was  filed  the  Harwich 
Coal  &  Coke  Company  has  been  absorbed  into  the 
Duquesne  Light  Company.  Specifically,  its  proper¬ 
ties  were  acquired  by  Duquesne  Light  Company  and 
the  company  was,  I  believe,  dissolved. 

In  addition  to  that,  the  Kentucky-West  Virginia 
Gas  Company  is  now  a  party  to  the  arrangement. 
The  Kentucky-West  Virginia  Gas  Company  is  in  a 
somewhat  different  position  than  the  other  major 
operating  companies  in  the  Philadelphia  Company 
system  in  that  due  to  the  location  of  its  properties 
in  the  State  of  Kentucky  and  the  fact  that  it  is 
jointly  controlled  by  Louisville  Gas  &  Electric  Com¬ 
pany,  when  the  company  was  set  up  in  1927, 
relatively  speaking,  its  organization,  its  own  sepa¬ 
rate  organization,  was  more  complete  than  that  of 
the  other  major  operating  companies  in  the  Phil¬ 
adelphia  Company  group.  For  a  number  of  years, 
the  so-called  general  departments  of  Philadelphia 
Company  and  subsidiary  companies  did  not  perform 
any  material  services  for  the  Kentucky-West  Vir¬ 
ginia  Gas  Company.  In  1939,  it  was  recognized  that 
in  view  of  the  work  being  undertaken  by  certain 
[380]  of  the  general  departments  for  Kentucky- 
West  Virginia  Gas  Company,  that  Kentucky- West 
Virginia  Gas  Company  should  become  a  party  to  the 
general  department  arrangement.  Between  1939 
and  1940,  Kentucky- West  Virginia  Gas  Company 
paid  for  its  share  of  the  general  department  expense 
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through  Equitable  Gas  Company.  Equitable  Gas 
Company  made  payment  in  the  first  instance  arid 
was  reimbursed  by  Kentucky-West  Virginia  Gas 
Company.  Since  that  time  Kentucky- West  Virginia 
Gas  Company  has  been  paying  directly  for  its  share 
of  the  expenses  of  the  general  departments  incurred 
on  its  behalf. 

i 

I  therefore  would  like  to  point  out  somewhat 
out  of  order  that  at  the  present  time  the  following 
general  departments  which  I  have  enumerated  are 
departments  of  and  function  for  Kentucky-West  Vir¬ 
ginia  Gas  Company :  The  law  department,  the  secre¬ 
tary ’s  department,  the  treasury  department,  and  the 
accounting  department.  I  will  have  more  to  sajy 

about  that  company’s  organization  later. 

* 

Q.  Mr.  Fleger,  will  you  turn  back  now  to  Philadel¬ 
phia  Exhibit  25?  What  does  Page  2  of  that  exhibit  show? 
A.  Page  2  shows  the  organization  of  the  executive  depart¬ 
ment  of  Philadelphia  Company,  which  as  to  its  principal 
aspects  consists  of  the  chairman  of  the  board  and  president 
as  head  of  the  department,  and  directly  under  him  and 
reporting  to  him  is  the  executive  vice  president,  myself. 
It  likewise  shows  that  reporting  to  the  executive  vice  presi¬ 
dent  is  the  assistant  to  [381]  the  executive  vice  president, 
who  in  turn  is  directly  responsible  for  the  analytical  and 
statistical  functions  of  the  department.  The  chart  alsp 
shows  that  the  office  manager  who  is  responsible  for  the 
administrative  functions  of  the  department  reports  directly 
to  the  executive  vice  president. 

Q.  I  believe  none  of  those  charts  in  that  exhibit  shows 
clerks  and  secretaries  and  other  subordinate  employees? 
A.  No.  They  merely  show  principal  divisions  of  the  depart¬ 
ments  and  persons  performing  major  supervisory  functions. 

Q.  Will  you  turn  to  Page  3  of  the  exhibit,  please,  and 
will  you  explain  that?  Tell  us  first  what  it  is  and  explain 
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it.  A.  Page  3  of  Philadelphia  Exhibit  25  shows  the 
organization  of  the  accounting  department. 

Q.  That  is  one  of  the  so-called  general  departments? 
A.  It  is  one  of  the  general  departments,  and,  as  the  chart 
indicates,  it  is  a  department  of  Allegheny  County  Steam 
Heating  Company,  Cheswick  and  Harmar  Railroad  Com¬ 
pany — 


Mr.  Guttmann:  Excuse  me,  if  your  Honor  please; 
I  don’t  wish  to  interrupt  unduly  Mr.  Fleger,  but  it 
seems  to  me  that  he  is  unnecessarily  repeating  into 
the  record  at  this  time  a  list  of  companies  which 
appears  very  definitely  on  Page  3  of  the  exhibit  now 
in  evidence. 

The  Witness:  Very  well.  I  didn’t  mean  to  repeat 
them  unnecessarily.  I  have  been  trying  to  find  out 
in  my  mind,  Mr.  Guttmann,  a  way  of  explaining  them 
without  doing  so,  and  [382]  possibly  I  can  accom¬ 
plish  that  purpose. 

Mr.  Guttmann:  You  might  refer  to  the  list  shown 
on  Page  3. 

The  Witness:  Page  3  shows  that  the  accounting 
department  is  a  department  of  a  number  of  com¬ 
panies  in  the  Philadelphia  Company  system  which 
are  listed  on  that  page.  It  also  shows  the  detailed 
organization  setup  of  the  department  which  is  oper¬ 
ated  under  the  control  and  supervision  of  Mr.  C.  T. 
Harmon  as  comptroller. 

Q.  Will  you  explain  the  connection  of  the  trustees  of 
Pittsburgh  Railways  Company  and  the  trustees  of  the  Pitts¬ 
burgh  Motor  Coach  Company  with  the  accounting  depart¬ 
ment?  A.  Well,  that  is  shown  on  Page  3.  The  depart¬ 
ment  is  a  department  of  the  trustees  of  Pittsburgh  Railways 
Company  and  Pittsburgh  Motor  Coach  Company. 
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Q.  And  the  department  functions  for  those  trustees? 
A.  That  necessarily,  being  a  department  of  the  trustees,  j 

Q.  Now,  will  you  turn  to  Page  4,  please,  and  explain 
that?  A.  Page  4  shows  the  organization  of  the  adjust¬ 
ment  department  and  enumerates  the  companies  which  it 
is  a  department  of  and  indicates  that  it  is  a  department  of 
the  trustees  of  Pittsburgh  Railways  Company  and  trustees 
of  Pittsburgh  Motor  Coach  Company  in  addition  to  the 
other  companies  there  indicated.  It  also  shows  the  prin¬ 
cipal  divisions  of  the  department  which  function  under  the 
direction  and  supervision  of  the  manager,  Mr.  J.  R.  McNary. 

[383]  Q.  Will  you  please  explain  Page  5?  A.  Page 

5  is  a  chart  showing  the  organization  of  the  advertising 
department  and  specifies  the  companies  of  which  it  is  a 
department  in  addition  to  setting  forth  it  is  a  department 
of  the  trustees  of  Pittsburgh  Railways  Company  and  Pitts¬ 
burgh  Motor  Coach  Company.  It  shows  the  principal  divi¬ 
sions  of  the  department  which  functions  under  the  direc¬ 
tion  and  supervision  of  Mr.  H.  Briggs,  Jr.,  advertising 
manager. 

Q.  Will  you  explain  6  of  the  exhibit,  please?  A.  Page 

6  of  the  exhibit  shows  the  organization  of  the  law  depart¬ 
ment,  the  companies  of  which  it  is  a  department,  and  indi¬ 
cates  that  it  is  also  a  department  of  the  trustees  of  Pitts¬ 
burgh  Railways  Company  and  Pittsburgh  Motor  Coach 
Company.  It  sets  forth  the  same  information  with  respec^ 
to  that  department  as  I  have  indicated  with  respect  to  the 
other  departments  which  I  have  already  mentioned. 

j 

Q.  Does  that  also  show  the  respects  in  which  it  func¬ 
tions  for  the  trustees  of  the  railways  company  and  the 
motor  coach  company?  A.  I  explained  that.  j 

[384]  Q.  Will  you  turn  to  page  7  and  explain  that? 
A.  Page  7  shows  the  organization  set-up  of  Personnel  Den 
partment,  the  companies  of  which  it  is  a  department,  and 
it  shows  that  it  is  a  department  of  the  Trustees  of  Pitts- 


j 
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burgh  Railways  Company  and  Pittsburgh  Motor  Coach 
Company  and  it  shows  the  main  divisions  of  the  Depart¬ 
ment,  and  the  same  information,  generally,  with  respect  to 
that  department,  as  is  disclosed  on  the  pages  that  I  have 
already  described. 

Q.  How  about  page  8?  A.  Page  8  sets  forth  the  same 
information  with  respect  to  the  purchasing  and  stores  de¬ 
partment.  It  likewise  indicates  the  companies  of  which  it 
is  a  department  and  indicates  that  it  is  a  department  of 
the  Trustees  of  Pittsburgh  Railways  Company  and  Pitts¬ 
burgh  Motor  Coach  Company,  in  addition  to  the  other  com¬ 
panies  specified  on  that  page. 

Q.  Now,  turn  to  page  9,  please.  A.  Page  9  is  a 
chart  showing  the  organization  of  the  Secretary’s  Depart¬ 
ment.  It  shows  the  companies  of  which  it  is  a  department, 
it  shows  that  it  functions  for  the  Trustees  of  Pittsburgh 
Railways  Company  and  Pittsburgh  Motor  Coach  Company, 
in  addition  to  the  other  companies  named,  and  it  contains 
the  same  general  information  with  reference  to  that  depart¬ 
ment  as  I  have  explained  with  reference  to  the  previous 
departments. 

Q.  Now,  page  10,  please?  [385]  A.  Page  10  shows 
the  organization  of  the  telephone  department,  shows  the 
companies  for  which  it  functions,  and  shows  that  in  addi¬ 
tion  to  certain  companies  therein  named,  it  functions  for 
the  Trustees  of  Pittsburgh  Railways  Company  and  Pitts¬ 
burgh  Motor  Coach  Company.  It  likewise  sets  forth  the 
same  general  information  pertinent  to  that  department,  as 
appears  on  the  preceding  pages  with  reference  to  the  other 
departments  that  I  have  mentioned. 

Q.  Now,  page  11,  please?  A.  Page  11  shows  the 
organization  of  the  Treasury  Department,  the  companies 
of  which  it  is  a  department,  and  discloses  that  in  addition 
to  the  companies  specifically  mentioned,  it  is  a  department 
of  the  Trustees  of  Pittsburgh  Railways  Company  and  Pitts- 
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i 

burgh  Motor  Coach  Company,  and  it  contains  the  same 
general  information  that  is  shown  with  reference  to  the 
other  departments  that  I  mentioned. 

i 

The  Examiner:  Mr.  Fleger,  did  the  Trustees)  of 
the  Pittsburgh  Railways  Company,  after  their  ap¬ 
pointment  adopt  the  oral  arrangements  of  June  1, 
1937  and  did  they  receive  the  order  of  the  Court  in 
so  doing?  I 

t 

The  Witness:  I  do  not  know  whether  the  Trus¬ 
tees  obtained  a  specific  order  of  the  District  Court, 
but  I  do  know  that  in  1939,  the  year  after  the  Trus¬ 
tees  of  Pittsburgh  Railways  Company  and  Pitts¬ 
burgh  Motor  Coach  Company  were  appointed,  that 
the  Trustees  looked  into  the  question  of  the  feasi¬ 
bility  [386]  and  the  advisability - 

i 

Mr.  Dix:  May  I  interrupt  the  witness  and  ask 
him  not  to  give  us  the  operation  of  the  Trustees  ’ 
minds?  We  want  to  know  from  him  what  he  knows 
of  his  own  knowledge. 

The  Witness:  I  know  this  of  my  own  knowledge, 
Mr.  Dix.  ! 

Mr.  Dix:  Then  tell  me  of  your  own  knowledge. 
I  don’t  want  the  operation  of  mind  of  the  Trustees. 

The  Witness:  I  know  it  of  my  own  knowledge 
and  I  am  answering  the  question  put  to  me  on  the 
subject,  by  the  Examiner. 

i 

The  Examiner:  All  right.  Go  right  ahead.  j 

The  Witness:  The  Trustees  considered  the  feas¬ 
ibility  and  the  advisability  of  withdrawing  from  thp 
general  department  arrangement  which  I  have  de¬ 
scribed,  and  the  feasibility  and  advisability  of  setting 
up  their  own  separate  and  distinct  organization.  The 
Trustees  summarized  that  study  and  it  indicated-^ 
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and  I  know  this  of  my  own  knowledge — that  if  the 
Trustees  were  to  withdraw,  if  they  were  to  have 
withdrawn  from  the  coordinated  operation  then  in 
existence,  that  it  would  have  increased  the  operating 
expenses  or  costs  to  the  Trustees  to  the  extent  of 
almost  $100,000  a  year. 

Does  that  answer  your  question? 

Mr.  Guttmann:  At  this  time  I  respectfully  move 
that  all  the  witness’s  answer  following  his  declara¬ 
tion  to  his  knowledge  there  was  no  Court  order  ob¬ 
tained,  be  stricken,  as  not  re-  [387]  sponsive  to 
your  question. 

The  Examiner:  I  deny  the  motion.  You  may 
have  an  exception.  Supposing  we  take  a  recess  for 
a  couple  of  minutes. 

(At  this  point  a  short  recess  was  taken,  after 
which  the  hearing  was  resumed.) 

Mr.  Hackney:  Will  you  please  mark  this? 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  you  a  document  which  has  been 
marked  Philadelphia  Exhibit  No.  27.  Will  you  explain 
what  that  document  is,  please?  A.  Philadelphia  Company 
Exhibit  27  is  a  group  of  charts  which  shows  the  organization 
of  the  Duquesne  Light  Company. 

This  exhibit  contains,  generally  speaking,  the  same  per¬ 
tinent  information  with  respect  to  the  organization  of  the 
Duquesne  Light  Company  as  is  shown  on  the  organization 
charts  of  the  Philadelphia  Company  contained  in  Phila¬ 
delphia  Exhibit  No.  25. 

When  I  say  “the  same  information”  I  mean  the  infor¬ 
mation  is  set  up  in  the  same  general  form. 

Mr.  Hackney:  I  offer  in  evidence,  if  your  Honor 
please,  Philadelphia  Exhibit  No.  27. 
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i 

The  Examiner:  Any  objection? 

Mr.  Guttmann:  No  objection,  sir. 

] 

[388]  The  Examiner:  The  group  of  charts  as 
to  the  Duquesne  Light  Company  will  come  in  as 
Philadelphia  27. 

I 

By  Mr.  Hackney: 

i 

Q.  Mr.  Fleger,  do  you  have  any  particular  comment  to 
make  about  Philadelphia  Exhibit  27  at  this  time  ?  A.  Not 
at  this  time. 

Mr.  Hackney:  Will  you  please  mark  this? 

j 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  you  a  document  marked  Philadel¬ 
phia  Exhibit  28.  Will  you  explain  what  that  document  is, 
please?  A.  Philadelphia  Company  Exhibit  28  is  a  group 
of  charts  which  shows  the  organization  of  Allegheny  County 
Steam  Heating  Company.  The  information  with  respect 
to  this  Company’s  organization  is  portrayed  in  these  chatts 
in  the  same  general  fashion  as  is  shown  in  the  preceding 
charts  already  offered  in  evidence. 

Mr.  Hackney:  I  offer  in  evidence  Philadelphia 
Company  Exhibit  28. 

I 

The  Examiner:  Is  there  any  objection? 

Mr.  Guttmann:  No  objection. 

The  Examiner:  It  will  come  in  as  Philadelphia  28. 

[389]  Mr.  Hackney:  Will  you  please  mark  this. 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  I  show  you  a  document  marked  Phila¬ 
delphia  Exhibit  29.  Will  you  explain  what  that  is,  please? 
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A.  Philadelphia  Exhibit  No.  29  is  a  group  of  charts  setting 
forth  the  organization  of  the  Cheswick  &  Harmar  Railroad 
Company. 

The  information  with  respect  to  this  company’s  organi¬ 
zation  is  set  forth  in  the  same  general  manner  as  is  used 
in  the  other  charts  just  offered  in  evidence. 

Mr.  Hackney:  I  now  offer  in  evidence  Philadel¬ 
phia  Exhibit  No.  29. 

The  Examiner:  Is  there  objection? 

Mr.  Guttmann:  No  objection. 

The  Examiner:  It  will  come  in. 

Mr.  Hackney:  Will  you  please  mark  this? 

By  Mr.  Hackney: 

Q.  I  now  show  you  a  document  marked  Philadelphia  Ex¬ 
hibit  30.  Will  you  explain  what  that  is,  please?  [390]  A. 
Philadelphia  Company  Exhibit  No.  30  is  a  group  of  charts 
setting  forth  the  organization  of  Equitable  Gas  Company. 

The  information  with  respect  to  this  company’s  organi¬ 
zation  is  portrayed  in  these  charts  in  the  same  general 
manner  as  that  employed  in  the  previous  charts. 

Mr.  Hackney:  I  offer  in  evidence  Philadelphia’s 
Exhibit  No.  30. 

The  Examiner :  Any  objection? 

Mr.  Guttmann:  No  objection,  sir. 

The  Examiner:  Was  there  a  similar  oral  agree¬ 
ment  of  June  1  as  to  this  company? 

The  Witness:  The  oral  arrangement  was  not  as 
of  June  1,  as  I  had  intended  to  explain  later. 

The  Examiner:  All  right. 
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j 

The  Witness:  It  goes  back  much  further  than 
that.  | 

The  Examiner:  Philadelphia  Exhibit  No.  30  is 

received.  j 

Mr.  Hackney:  Will  you  mark  this,  please?  j 

By  Mr.  Hackney: 

Q.  I  show  you  a  document  marked  Philadelphia  Exhibit 

31.  Will  you  explain  that  document,  please?  [391]  A. 
Philadelphia  Exhibit  No.  31  is  a  group  of  charts  setting 
forth  the  organization  of  Pittsburgh  &  West  Virginia  Gas 
Company. 

The  information  regarding  the  organization  of  this  com¬ 
pany  is  portrayed  in  the  same  manner  as  in  the  previous 
charts. 

Mr.  Hackney:  I  offer  in  evidence  Philadelphia 
Exhibit  No.  31.  I 

The  Examiner:  Any  objection? 

Mr.  Guttmann:  No  objection. 

i 

The  Examiner:  It  will  come  in. 

! 

_  __  i 

Mr.  Hackney:  Will  you  mark  this,  please? 

i 

By  Mr.  Hackney:  j 

Q.  I  show  you  a  document  marked  Philadelphia  Exhibit 

32.  Will  you  explain  that  document,  please?  A.  Phila¬ 
delphia  Exhibit  32  is  a  group  of  charts  setting  forth  the! 
organization  of  Finleyville  Oil  &  Gas  Company. 

i 

The  information  regarding  the  organization  of  this  com¬ 
pany  is  portrayed  in  the  same  general  manner  as  in  the  j 
previous  charts. 

Mr.  Hackney:  I  offer  in  evidence  Philadelphia  j 
Exhibit  32.  i 
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[392]  The  Examiner:  Any  objection? 

Mr.  Guttmann:  No  objection. 

The  Examiner:  It  will  come  in. 

Mr.  Hackney:  Will  you  please  mark  this? 

By  Mr.  Hackney: 

Q.  I  now  show  you  Philadelphia  Exhibit  No.  33.  Will 
you  identify  that  document,  please?  A.  Philadelphia 
Company  Exhibit  33  is  a  group  of  charts  which  sets  forth 
the  organization  of  Philadelphia  Oil  Company.  The  infor¬ 
mation  with  respect  to  the  organization  of  this  company  is 
portrayed  in  the  same  general  manner  as  in  the  preceding 
charts. 

Mr.  Hackney:  I  offer  in  evidence  Philadelphia 
Company  33. 

Mr.  Guttmann:  I  assume  all  of  these  exhibits  were 
prepared  under  your  direction? 

The  Witness:  They  were  prepared  at  my  request 
by  various  persons  in  the  Philadelphia  Company,  and 
the  subsidiary  companies  and  the  Trustees  of  Pitts¬ 
burgh  Railways  Company  and  Pittsburgh  Motor 
Coach  Company,  but  they  have  all  been  examined  by 
me  and  I  believe  them  to  set  forth  correctly  the 
organization  [393]  of  each  company  and  each  divi¬ 
sion  thereof. 

Mr.  Guttmann:  No  objection. 

The  Examiner:  It  will  come  in. 

Mr.  Hackney:  Will  you  mark  this,  please? 

By  Mr.  Hackney: 

Q.  I  now  show  you  a  document  marked  Philadelphia 
Exhibit  34.  What  is  that  document,  please,  Mr.  Fleger? 
A.  Philadelphia  Company  Exhibit  34  is  a  group  of  charts 
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setting  forth  the  organization  of  Kentucky-West  Virginia 
Gas  Company.  The  information  regarding  the  organisa¬ 
tion  of  this  company  is  portrayed  in  the  same  general  man¬ 
ner  as  in  the  previous  charts. 

i 

Mr.  Hackney:  I  offer  in  evidence  Philadelphia 
Exhibit  No.  34. 

i 

The  Examiner:  Any  objection? 

Mr.  Guttmann:  Is  your  comment  as  to  this  exhibit 
the  same  as  it  was  in  relation  to  the  others,  so  far  as 
its  preparation  is  concerned? 

The  Witness.  Yes,  sir. 

The  Examiner:  It  will  come  in. 

| 

[394]  Mr.  Hackney:  Will  you  mark  this,  please? 
By  Mr.  Hackney: 

Q.  I  now  show  you  a  document  marked  Philadelphia 
Exhibit  35.  What  is  that  document,  please?  A.  Phila¬ 
delphia  Company  Exhibit  35  is  a  group  of  charts  setting 
forth  the  organization  of  Equitable  Real  Estate  Company. 
The  information  regarding  the  organization  of  this  com¬ 
pany  is  portrayed  in  the  same  general  manner  as  in  the 
previous  charts. 

i 

Mr.  Hackney:  I  offer  in  evidence  Philadelphia 
Exhibit  35.  i 

Mr.  Guttmann:  No  objection. 

I 

The  Examiner:  It  will  come  in. 

Mr.  Hackney:  Will  you  mark  this,  please?  j 

| 

By  Mr.  Hackney: 

i 

Q.  I  show  you  a  document  marked  Philadelphia  Exhibit 
36.  What  is  that  document,  please?  A.  This  exhibit, 
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Philadelphia  Company  36,  is  a  group  of  charts  portraying 
the  organization  of  the  Equitable  Auto  Company.  The 
information  regarding  the  organization  of  this  company  is 
set  forth  in  the  same  general  manner  as  in  the  previous 
charts. 

[395]  Mr.  Hackney:  I  offer  in  evidence  Philadel¬ 
phia  Exhibit  36. 

Mr.  Guttmann:  No  objection. 

The  Examiner:  It  is  admitted. 

Mr.  Hackney:  Will  you  mark  this,  please? 

By  Mr.  Hackney: 

Q.  I  show  you  Philadelphia  Exhibit  37.  What  is  that 
document,  please?  A.  Philadelphia  Company  Exhibit  37 
is  a  group  of  charts  portraying  the  organization  of  Equi¬ 
table  Sales  Company.  The  information  regarding  the  or¬ 
ganization  of  this  company  is  set  forth  in  the  same  general 
manner  as  in  the  previous  charts. 

Mr.  Hackney:  I  offer  in  evidence  Philadelphia 
Exhibit  37. 

Mr.  Guttmann:  This  is  the  company  that  I  believe 
you  testified  is  in  the  process  of  liquidation? 

The  Witness:  It  is.  The  only  activity  of  the  com¬ 
pany  is  confined  to  disposing  of  a  small  number  of 
unpaid  accounts. 

Mr.  Guttmann:  This  is  the  present  organization 
setup  of  the  company? 

The  Witness:  It  is. 

Mr.  Guttmann:  No  objection. 

[396]  The  Examiner:  Admitted. 

Mr.  Hackney:  Will  you  mark  this,  please? 


j 
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By  Mr.  Hackney:  j 

j 

Q.  I  show  you  now  a  document  marked  Philadelphia 
Exhibit  38.  Will  you  explain  what  that  document  is?  j  A. 
Exhibit  38  is  a  group  of  charts  showing  the  organization  of 
W.  D.  George  and  Thomas  Fitzgerald,  trustees  for  Pitts¬ 
burgh  Railways  Company.  The  information  contained  in 
this  chart  is  portrayed  in  the  same  manner  as  the  previous 
charts,  and  inasmuch  as  this  chart  or  group  of  charts 
portrays  the  organization  of  the  trustees  mentioned,  I 
would  like  to  point  out  that  the  information  contained  in 
this  exhibit  was  obtained  from  the  personnel  department 
of  the  trustees  with  the  express  consent  and  permission  of 
the  trustees.  j 

Mr.  Hackney:  I  offer  in  evidence  Philadelphia 
Exhibit  38.  j 

Mr.  Guttmann:  When  you  say  personnel  depart¬ 
ment  of  the  trustees,  that  is  the  general  personnel 
department,  is  it  not? 

The  Witness:  That  is  right,  and  that  department 
is  supervised  by  Mr.  H.  L.  Donaldson,  director  of 
personnel,  who  functions  in  that  capacity  as  a  direc¬ 
tor  of  personnel  of  the  trustees  mentioned.  j 

[397]  Mr.  Guttmann:  No  objection.  j 

The  Examiner:  It  is  admitted. 

Mr.  Dix:  Is  he  a  different  individual  than  the  man 
who  acts  as  director  of  personnel  for  Philadelphia 
Company?  j 

The  Witness:  He  is  not. 

i 

Mr.  Hackney:  Will  you  mark  this,  please? 

| 

By  Mr.  Hackney: 

I 

Q.  I  show  you  a  document  which  has  been  marked  for 
identification  Philadelphia  Exhibit  39.  What  is  that  docu^ 
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ment?  A.  Philadelphia  Company  Exhibit  39  is  a  group 
of  charts  showing  the  organization  of  W.  D.  George  and 
Thomas  Fitzgerald,  trustees  of  Pittsburgh  Motor  Coach 
Company.  The  information  regarding  the  organization 
of  the  trustees  of  Pittsburgh  Motor  Coach  Company  is  set 
forth  in  the  same  general  manner  as  the  previous  charts. 

Mr.  Hackney :  I  offer  in  evidence  Philadelphia 
Exhibit  39. 

Mr.  Guttmann:  No  objection. 

The  Examiner:  Admitted. 

[Recess,  followed  by  the  reading  by  the  Examiner  of 
the  Commission’s  memorandum  opinion  of  February  28, 
1947,  incorporated  in  this  Joint  Appendix  at  pages  181 
through  186  hereof.] 

[406]  Mr.  Hackney:  If  the  Examiner  please,  I 
don’t  know  whether  it  is  appropriate  under  your 
rules  of  practice,  but  we  would  like  to  note  an  excep¬ 
tion  to  the  orders  made  by  the  Commission.  I  should 
also  like  to  state  for  the  record  that  we  are  very  much 
disappointed  that  the  Commission  did  not  see  fit 
to  grant  us  the  60  days  extension  and  we  will 
endeavor  to  be  ready  in  30  days,  but  if  we  are  not  we 
plan  to  come  in  here  -with  a  formal  petition,  written 
petition,  and  request  another  extension  of  time,  and 
w*e  want  to  put  the  staff  upon  notice  of  the  fact  of 
that  possible  motion  at  a  later  date. 

In  the  next  place,  it  is  entirely  probable  that  we 
will,  before  the  resumption  of  the  hearings,  file  a 
motion  for  rehearing  in  connection  with  our  motion 
to  stay,  and  if  that  is  done,  we  will  press  for  oral 
argument  of  that  motion.  All  our  motions,  when 
presented  to  the  Examiner,  were  with  the  request 
for  the  privilege  of  oral  argument  before  the  Com- 
[407]  mission  and  that  privilege  was  not  accorded 
to  Philadelphia  Company  or  to  the  respondents. 
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The  Examiner:  Your  request  for  oral  argument 
of  the  various  motions  was  brought  to  the  attentibn 
of  the  Commission.  ! 

Mr.  Hackney:  And  I  take  it  our  request  was 
denied? 

The  Examiner:  I  take  it  that  it  was.  The  excep¬ 
tion  is  noted. 

Any  other  counsel  desire  to  make  any  comments 

in  respect  of  the  memorandum  of  the  Commission? 

! 

Mr.  Guttmann:  I  rise  but  briefly,  Mr.  Examiner, 
to  correct  what  I  believe  was  a  slight  error  in  Mr. 
Hackney’s  recollection. 

It  is  my  recollection  that  the  request  for  oral 
argument  was  couched  in  such  terms  that  the  sug¬ 
gestion  was  thrown  forth  that  oral  argument  would 
be  made  only  if  the  Commission  so  desired,  and  I 
would  say  further  that  the  position  of  the  staff  will 
be — and  I  will  put  Mr.  Hackney  on  notice  at  thi$ 
time — to  strenuously  resist  any  further  delay  or 
attempt  to  delay  these  proceedings.  i 

Mr.  Dix:  We,  on  behalf  of  the  creditors  of  Pitts+ 
burgh  Railways,  will  resist  any  effort  or  any  attempt 
to  further  delay,  in  so  far  as  Pittsburgh  Railways  is 
concerned. 

The  Examiner:  Does  any  counsel  desire  to  enter: 
an  exception  to  the  Commission’s  opinion  and 
order  ?  | 

(No  response.)  j 

[408]  The  Examiner:  All  right,  Mr.  Hackney,  j 

Mr.  Hackney:  I  do  not  like  the  language  of  the 
last  two  gentlemen  as  to  requests  for  delay. 

We  are  not  asking  for  delay,  we  are  asking  for ! 
time  to  adequately  prepare  our  case,  which  case 
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involves  the  very  life  of  Philadelphia  Company, 
and  we  think  that  under  the  due  process  clause  we 
are  entitled  to  ample  time  to  prepare  our  case. 

Mr.  Guttmann:  We  stand  upon  the  record  in 
that  regard. 

[Here  follows  a  discussion  between  the  Examiner  and 
counsel  as  to  a  ruling  on  the  participation  of  other  parties.] 

[409]  By  Mr.  Hackney: 

Q.  Mr.  Fleger,  you  have  mentioned  in  your  morning’s 
testimony  the  general  departments  which  function  for  some 
or  all  of  these  companies  in  the  Philadelphia  system.  Was 
that  ever  the  subject  of  a  report  to  the  Securities  and  Ex¬ 
change  Commission?  A.  It  was. 

Q.  Will  you  state  the  circumstances?  Was  there  a  re¬ 
quest  upon  you?  A.  There  was.  Shortly  prior  to  the 
year  1940,  the  [410]  Section  13  group  of  the  Securities  and 
Exchange  Commission  undertook  to  make  an  examination 
of  the  general  departments  of  the  companies  in  the  Phila¬ 
delphia  Company  group.  One  of  the  purposes  of  the  exam¬ 
ination  was  to  ascertain  whether  or  not  the  operations  of 
those  departments  constituted  the  rendering  of  services 
within  the  meaning  of  the  Holding  Company  Act.  In  con¬ 
nection  with  that  examination  we  were  requested  by  the 
Commission’s  representatives  to  file  a  report  with  them 
outlining  the  basis  on  which  the  general  departments  were 
set  up  and  function,  and  outlining  specifically  the  manner 
in  which  the  employees  or  members  of  those  departments 
received  their  compensation.  That  report  was  prepared  as 
of  May  14,  1940,  and  was  submitted  to  the  Commission 
representatives  in  the  early  part  of  that  year. 

Mr.  Hackney:  I  now  ask  the  Commission  to  pro¬ 
duce  the  report  mentioned  by  Mr.  Fleger. 
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i 

Mr.  Guttmann:  May  I  ask  whether  there  was  a 
formal  filing  made  at  that  time,  and,  if  so,  if  yon 
know  the  file  number. 

i 

The  Witness:  I  am  not  sure  that  I  would  know 
what  you  mean  by  a  formal  filing.  I  know  of  no 
formal  filing  that  is  required  for  a  report  like  this 
under  the  provisions  of  the  Act.  The  report  was 
filed  in  pursuance  of  the  request  made  under  the  cir¬ 
cumstances  that  I  have  outlined,  Mr.  Guttmann. 

i 

[Here  follows  discussion  between  counsel  as  to  locating 
the  original  report.] 

i 

[412]  Mr.  Hackney :  If  it  is  a  part  of  the  Com¬ 
mission’s  files,  then  may  we  incorporate  it  by  refer¬ 
ence  as  Philadelphia  Exhibit  40? 

i 

The  Examiner:  That  may  be  done. 

i 

Mr.  Hackney:  I  take  it  then  that  Philadelphia 
Exhibit  40  is  a  part  of  the  record  in  this  case. 

The  Examiner:  If  it  isn’t,  why  you  can  produce 
a  copy  of  it. 

Mr.  Guttmann:  By  whom  was  that  exhibit  pre¬ 
pared? 

The  Witness:  The  report  that  I  referred  to  was 
prepared  under  the  direction  of  Mr.  H.  G.  Wassoh, 
J r.,  an  attorney  in  the  law  department  of  the  Phila¬ 
delphia  Company  and  subsidiary  companies,  who 
was  engaged  in  the  discussions  with  the  Section 
[413]  13  group  of  the  Commission  to  which  I  refer. 

i 

Mr.  Guttmann:  I  note  that  your  name  also  ap¬ 
pears  on  the  cover.  Did  you  likewise  participate 
in  the  preparation  of  that  material?  j 

The  Witness:  I  did  not  participate  in  the  actual 
preparation  of  the  material.  Mr.  Wasson  was,  how- 
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ever,  functioning  under  my  direction  at  that  time  as 

a  member  of  the  law  department. 

Mr.  Guttmann:  No  objection. 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  you  have  testified  to  Philadelphia  Ex¬ 
hibits  No.  25  to  40,  both  inclusive,  these  pertaining  to  the 
organization  setup  of  Philadelphia  Company  and  the  vari¬ 
ous  subsidiary  companies  in  that  system,  and  also  with 
reference  to  the  trustees  of  Pittsburgh  Railways  and  the 
trustees  of  Pittsburgh  Motor  Coach  Company.  Will  you 
be  good  enough  to  consider  all  those  exhibits  and  comment 
briefly  upon  the  general  department  setup  of  the  system? 
A.  As  I  previously  stated,  there  are  certain  departments 
in  the  various  companies  in  the  Philadelphia  Company 
system  and  the  trustees  of  Pittsburgh  Railways  and  Pitts¬ 
burgh  Motor  Coach  Company  which  are  departments  of  a 
number  of  the  companies  in  the  system  and  the  trustees 
which  are  called  general  departments.  As  I  also  indicated, 
those  departments  were  the  accounting  department,  the 
adjustment  department,  the  advertising  department,  [414] 
the  law  department,  the  personnel  department,  the  purchas¬ 
ing  department,  the  secretary’s  department,  the  telephone 
department,  and  the  treasury  department. 

I  would  like  to  point  out  that  the  exhibits  in  question 
show  that  the  accounting  department  is  a  department,  at 
the  present  time,  of  all  of  the  companies  in  the  group  and 
the  trustees  mentioned  except  the  Consolidated  Gas  Com¬ 
pany  of  the  City  of  Pittsburgh,  which,  as  I  previously  ex¬ 
plained,  is  a  non-operating  company.  The  exhibits  in 
question  further  show  that  at  the  present  time  the  adjust¬ 
ment  department  is  a  department  of  and  functions  for  all 
the  companies  in  the  group,  including  the  trustees  men¬ 
tioned  except  Equitable  Sales  Company,  Kentucky- West 
Virginia  Gas  Company,  and  the  Consolidated  Gas  Company 
of  the  City  of  Pittsburgh.  The  exhibits  further  show  that 


Testimony — Philip  A.  Fleger — Direct.  403a 
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the  advertising  department  is  a  department  of  and  presently 
functions  for  all  of  the  companies  in  the  group,  including 
the  trustees  mentioned,  except  Equitable  Sales  Company, 
Kentucky-West  Virginia  Gas  Company,  and  the  Consoli¬ 
dated  Gas  Company  of  the  City  of  Pittsburgh.  The  ex¬ 
hibits  in  question  further  show  that  the  law  department 
is  a  department  of  and  functions  for  all  of  the  companies 
in  the  group,  including  the  trustees  mentioned,  with  the 
exception  of  the  Consolidated  Gas  Company  of  the  City 
of  Pittsburgh.  I  would  like  to  note  a  further  qualification 
with  respect  to  that  department  in  that  the  law  division  of 
the  law  department  as  is  shown  on  the  exhibits  in  [4X5] 
question  in  so  far  as  they  pertain  to  that  department  does 
not  function  for  the  trustees  of  Pittsburgh  Railways  Com¬ 
pany  and  Pittsburgh  Motor  Coach  Company.  However, 
the  real  estate  division  of  that  department  does  function 
for  the  trustees  mentioned.  ! 


The  exhibits  in  question  further  show  that  the  personnel 
department  is  at  the  present  time  a  department  of  and 
functions  for  all  of  the  companies  in  the  Philadelphia 
Company  system  and  the  trustees  mentioned  with  the  ex¬ 
ception  of  Equitable  Sales  Company,  Kentucky- West  Vir¬ 
ginia  Gas  Company,  and  the  Consolidated  Gas  Company 
of  the  City  of  Pittsburgh. 


The  exhibits  further  show  that  the  purchasing  and 
stores  department  functions  for  all  of  the  companies  in 
the  system  and  the  trustees  mentioned  with  the  exception 
of  Equitable  Sales  Company,  Kentucky-West  Virginia  Gas 
Company,  and  Consolidated  Gas  Company  of  the  City  of 
Pittsburgh. 


The  exhibits  further  show  that  the  secretary’s  departs 
ment  is  a  department  of  and  presently  functions  for  all 
of  the  companies  in  the  system  and  the  trustees  mentioned 
with  the  exception  of  the  Consolidated  Gas  Company  of  the 
City  of  Pittsburgh.  i 


l 
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I  would  like  in  that  connection  to  also  mention  that  the 
exhibits,  in  so  far  as  they  pertain  to  the  secretary’s  depart¬ 
ment,  indicate  that  the  secretary  of  Philadelphia  Company 
and  subsidiary  companies,  who  is  the  head  of  the  secretary’s 
de-  [416]  partment,  was,  on  May  1,  1941,  appointed  record 
agent  of  the  trustees  and  his  assistant,  Mr.  R.  D.  McKinnis, 
was  appointed  assistant  record  agent,  so  that  in  so  far  as 
the  trustees  are  concerned,  those  two  men  function  not  as 
secretary  of  the  trustees  mentioned  but  record  agent. 

The  exhibits  further  indicate  that  the  telephone  depart¬ 
ment  is  a  department  of  and  presently  functions  for  all  of 
the  companies  in  the  system  and  the  trustees  mentioned 
except  Equitable  Sales  Company,  Kentucky-West  Virginia 
Gas  Company,  and  Consolidated  Gas  Company  of  the  City 
of  Pittsburgh. 

Finally,  the  exhibits  show  that  the  treasury  department 
is  a  department  of  and  presently  functions  for  all  of  the 
companies  in  the  system  and  the  trustees  mentioned  with 
the  exception  of  the  Consolidated  Gas  Company  of  the 
City  of  Pittsburgh. 

The  departments  which  I  have  enumerated,  generally 
speaking,  are  the  departments  with  the  exceptions  appear¬ 
ing  in  these  exhibits  which  perform  the  general  and  ad¬ 
ministrative  functions  of  the  companies  in  the  Philadelphia 
Company  system  and  the  trustees  of  Pittsburgh  Railways 
Company,  and  those  functions,  generally  speaking,  cover 
virtually  every  activity  of  the  companies  with  the  exception 
of  the  activities  which  are  of  a  distinct  operating  character. 

In  addition  to  that,  the  exhibits  in  question  show  that 
certain  of  the  operating  divisions  and  personnel  function 
for  [417]  more  than  one  company  in  the  system;  thus  the 
exhibits  show  that  the  vice  president,  Mr.  E.  C.  Stone, 
occupies  the  position  of  vice  president  and  general  manager 
of  the  Duquesne  Light  Company,  Allegheny  County  Steam 
Heating  Company,  Cheswick  and  Harmar  Railroad  Com- 
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pany,  and  the  position  of  vice  president  of  the  Equitable 
Auto  Company. 

| 

The  exhibits  further  show  that  Mr.  W.  G.  Jens,  j  vice 
president  in  charge  of  operations  of  Duquesne  Light  Com¬ 
pany,  occupies  a  similar  position  with  respect  to  the 
Allegheny  County  Steam  Heating  Company,  the  Cheswick 
and  Harmar  Railroad  Company,  and  the  Equitable  Auto 
Company. 

i 

The  exhibits  further  show  that  Mr.  E.  A.  Hester,  mana¬ 
ger  of  the  planning  and  developing  department  of  the  Du- 
quesne  Light  Company,  occupies  the  same  position  ip  the 
Allegheny  County  Steam  Heating  Company  and  the  Ches¬ 
wick  and  Harmar  Railroad  Company,  and  the  Equitable 
Auto  Company. 

The  exhibits  further  show  that  Mr.  G.  W.  Ousler,  vice 
president  in  charge  of  sales  of  Duquesne  Light  Company, 
occupies  the  same  position  in  Allegheny  County  Steam 
Heating  Company. 

The  exhibits  in  question  further  show  that  Mr.  D.  P. 
Hartson,  vice  president  and  general  manager  of  the  Equi¬ 
table  Gas  Company,  occupies  the  same  position  ini  the 
Pittsburgh  and  West  Virginia  Gas  Company,  the  Phila¬ 
delphia  Oil  Company,  and  the  Finleyville  Oil  &  Gas  Com¬ 
pany. 

[418]  The  exhibits  further  show - 

i 

Mr.  Guttmann:  Excuse  me;  will  there  be  many 
such  instances  of  personnel? 

i 

The  Witness:  No.  j 

i 

i 

Mr.  Guttmann:  All  right. 

The  Witness:  The  exhibits  further  show  that  Mr. 
H.  H.  Pigott,  operating  manager  of  Equitable  Gas 
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Company,  occupies  the  same  position  in  the  Pitts¬ 
burgh  and  West  Virginia  Gas  Company,  FinleyviUe 
Oil  &  Gas  Company,  and  Philadelphia  Oil  Company. 

The  exhibits  also  show  that  Mr.  F.  N.  Wolf, 
head  of  the  planning  and  development  department 
and  assistant  to  the  vice  president  and  general  man¬ 
ager  of  the  Equitable  Gas  Company,  occupies  the 
same  position  in  the  Pittsburgh  and  West  Virginia 
Gas  Company,  the  Finleyville  Oil  &  Gas  Company, 
and  the  Philadelphia  Oil  Company. 

Finally,  the  exhibits  show  that  a  large  part  of 
the  operating,  supervisory  personnel  of  the  trustees 
of  Pittsburgh  Railways  Company  occupy  a  similar 
position  with  the  trustees  of  Pittsburgh  Motor  Coach 
Company. 

I  would  like  to  say  further  that  the  general  de¬ 
partments  in  the  Philadelphia  Company  group  of 
companies  which  I  have  referred  to  began  to  function 
orginally  under  the  arrangement  that  is  described  in 
the  written  statement  of  that  arrangement  filed  with 
the  Pennsylvania  Public  Utility  Commission  and 
[419]  offered  in  evidence  in  this  proceeding  as 
Philadelphia  Company  Exhibit  No.  26  many  years 
ago,  and  at  least  prior  to  the  year  1913. 

At  the  present  time,  there  are  over  1200  persons 
working  in  those  departments,  and,  as  I  previously 
stated,  the  departments  perform  virtually  all  of 
the  general  and  administrative  activities  of  most 
of  the  companies  in  the  system  and  the  trustees  of 
Pittsburgh  Railways  Company  and  Pittsburgh  Motor 
Coach  Company,  or,  in  other  words,  virtually  all  of 
the  activities  of  those  companies  and  trustees  except 
those  of  a  distinct  operating  character. 

It  is  self-evident  that  a  dismemberment  of  the 
Philadelphia  Company  system  of  the  character  pro- 
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posed  in  these  proceedings,  which  would  require  the 
separation  of  these  general  departments,  the  break¬ 
ing  up  of  these  general  departments,  into  separate 
organizations  for  the  purpose  of  functioning  exclu¬ 
sively  for  the  component  parts  into  which  it  is  pro¬ 
posed  that  the  system  be  broken  up,  would  not  only 
involve  a  vast  loss  in  economies  as  we  propose  to  show 
by  the  evidence  that  Mr.  Hackney  referred  to  in  his 
motion  for  a  60-day  continuance  after  the  conclusions 
of  the  current  hearings,  but  it  is  self-evident  that  at 
least  for  a  period  of  time  that  this  breaking-up  proc¬ 
ess  to  which  I  refer  would  be  bound  to  affect;  the 
efficiency  of  those  departments. 

Mr.  Guttmann:  I  am  going  to  ask  that  that  state¬ 
ment  be  [420]  stricken  as  representing  a  conclusion 
for  which  no  foundation  has  been  laid ;  or  in  the 
event  that  the  Examiner  desires  to  allow  it  to  stand, 
may  it  so  stand  subject  to  a  motion  to  strike  unless 
further  proof  be  offered  and  connected  therewith. 

j 

The  Examiner:  I  will  deny  the  motion  at  , the 
present  time.  Perhaps  I  had  better  state  on  the 
record  my  reasons.  I  think  the  witness  is  entitled 
to  give  opinion  testimony  and  I  know  that  the  Ttial 
Examiner  and  the  Commission  will  give  little  regard 
to  opinion  testimony  going  to  the  main  issues;  in 
this  case,  and  for  my  authority  for  making  the  rulings 
as  I  have,  I  refer  to  the  Morgan  Stanley  case  involv¬ 
ing  the  Dayton  Power  &  Light,  where  the  Commis¬ 
sion  held  that  the  testimony  was  admissible  but  was 
of  doubtful  value.  That  is  the  reason  explaining  the 
Trial  Examiner’s  rulings,  not  only  on  this  but  on 
questions  before.  And  I  could  be  wrong. 

The  Witness:  I  assume,  Mr.  Examiner,  that  that 
statement  is  not  intended  to  suggest  that  an  exec¬ 
utive  officer  who  has  been  intimately  connected  with 
the  operations  of  these  companies  and  departments 
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that  I  have  referred  to  is  not  qualified  to  express  an 
opinion  on  the  appointed  question. 

The  Examiner:  I  am  not  going  that  far.  I  am 
merely  hearing  any  opinion  testimony  that  you  want 
to  offer. 

The  Witness:  Very  good,  sir. 

The  Examiner :  But  if  it  is  going  to  the  main 
issues  of  the  case,  why  I  call  your  attention  to  the 
ruling  of  the  [421]  Commission  in  the  Morgan  Stan¬ 
ley  case  involving  the  Dayton  Power  &  Light. 

The  Witness:  I  would  also  like  to  point  out  in 
connection  with  the  effect  of  the  breaking  up  of  the 
general  departments  and  the  joint  operations  which 
I  have  described  as  a  result  of  a  dismemberment  of 
the  Philadelphia  Company  system  such  as  is  pro¬ 
posed  in  this  proceeding,  that  in  the  year  1935,  the 
Philadelphia  Company  and  its  subsidiary  companies 
for  their  own  purposes  and  own  information  made 
a  survey  of  the  economies  which  would  be  lost  if 
such  a  dismemberment  were  to  occur.  Each  of  the 
major  department  heads  or  division  heads  of  the 
company  were  requested  to  make  an  estimate  of  the 
effect  of  such  a  dismemberment  upon  the  operations 
under  their  particular  jurisdiction.  I  did  not  partici¬ 
pate  in  that  survey  but  I  know  of  my  own  knowledge 
that  each  department  head  or  division  head  was  per¬ 
mitted  to  use  his  own  judgment  in  arriving  at  his 
conclusions.  The  survey  when  finally  concluded  dis¬ 
closed  that  the  economies - 

Mr.  Guttmann:  Just  a  moment.  I  am  going  to 
object  to  any  testimony  as  to  what  any  such  survey 
disclosed.  The  witness  has  admitted  that  of  his  own 
knowledge  he  knows  nothing,  that  it  is  based  upon 
the  judgment  of  other  persons  who  are  not  submitted. 
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On  that  basis  I  object  to  any  testimony  as  to  the 
conclusions  of  that  report. 

The  Examiner :  How  are  you  damaged  by  it? 
Of  course,  it  [422]  is  clearly  hearsay,  but  what  pos¬ 
sible  finding  could  be  based  upon  hearsay  testimony? 

Mr.  Guttmann:  I  think,  Mr.  Examiner,  that  the 
record  should  not  admit  matter  which  is  wholly  and 
legally  inadmissible,  and  I  think  that  it  will  be  clut¬ 
tered  up  needlessly  with  this  type  of  testimony  and 
will  present  possible  future  problems  to  the  record 
in  that  regard.  i 

The  Examiner:  I  will  overrule  the  objection. 

Mr.  Guttmann:  Exception.  | 

| 

The  Witness:  The  survey  which  I  refer  to  when 
completed  disclosed  that  economies  in  excess!  of 
$2,000,000  annually  would  be  lost  if  the  system  were 
dismembered.  That  survey  I  readily  admit  having 
been  made  ten  years  ago  is  clearly  out  of  date,  is 
clearlv  obsolete,  and  it  is  for  that  reason  that  the 
company  and  its  subsidiaries  is  engaged  at  the  pres¬ 
ent  time  as  outlined  again  by  Mr.  Hackney  in  his 
motion  for  a  60-day  continuance,  in  having  prepared 
an  up-to-date,  comprehensive  survey  of  the  econoniies 
that  reflect  present-day  conditions  and  can  be  pre¬ 
sented  to  this  Commission  in  a  form  that  will  meet 
the  strictest  of  legal  requirements.  i 

i 

[423]  Mr.  Guttmann:  For  the  record  I  would 
move  that,  on  the  basis  of  the  former  motion  plus 
the  testimony  of  the  witness  as  to  the  obsolete  char¬ 
acter  of  the  report,  so  much  of  his  answer  as  reflected 
a  dollar  conclusion  of  alleged  economies  resulting 
from  that  report  of  1935  be  physically  stricken,  j 

The  Examiner:  I  will  deny  the  motion. 
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Mr.  Guttmann:  Exception. 

The  Examiner:  You  may  have  an  exception. 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  this  morning  you  referred  to  the  fact 
that  nine  out  of  10  officers  of  Philadelphia  Company  are 
residents  of  Pittsburgh  and  you  made  a  statement,  I  believe, 
that  during  most  of  the  time  most  of  the  officers  were  such 
residents.  Will  you  elaborate  upon  that,  please,  and  give 
us  additional  facts?  A.  This  morning  I  stated  that  be¬ 
tween  the  years  1884  and  the  year  1942,  with  the  exception 
of  a  very  short  period  between  1929  and  1931,  that  the  chief 
executive  officer,  namely,  the  president,  of  Philadelphia 
Company  had  been  a  resident  of  the  Pittsburgh  district  and 
that  in  the  short  period  between  1929  and  1931  the  president 
of  Philadelphia  Company  had  been  Mr.  John  J.  O’Brien, 
then  president  of  Standard  Gas  and  Electric  Company. 

I  also  explained  this  morning  the  circumstances  under 
which  Mr.  Leo  T.  Crowley  became  president  and  chairman 
of  the  Board  of  the  Philadelphia  Company  in  the  year  1942. 

[424]  I  did  state  further  that  most  of  the  other  officers 
of  Philadelphia  Company,  that  is,  other  than  the  president, 
were,  during  the  company’s  entire  period  of  operations 
from  1884  to  1947,  residents  of  Pittsburgh.  I  would  like  to 
be  a  little  more  specific  in  that  and  point  out  that  between 
1885,  and  that  is  the  first  full  year  of  operations,  and  the 
year  1926,  that  all  of  the  officers  of  Philadelphia  Company 
were  residents  of  the  Pittsburgh  district. 

In  1926  seven  of  the  eight  officers  in  that  year  were  resi¬ 
dents  of  Pittsburgh. 

In  1927  seven  of  the  nine  officers  in  that  year  were  resi¬ 
dents  of  Pittsburgh. 

In  1928  eight  of  the  11  officers  in  that  year  were  resi¬ 
dents  of  Pittsburgh. 
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In  1929  five  of  the  nine  officers  in  that  year  were  resi¬ 
dents  of  the  Pittsburgh  district. 

i 

Between  1930  and  1935  nine  of  the  12  officers  in  those 
years  of  the  Philadelphia  Company  were  residents  of 
Pittsburgh. 

i 

In  1936  eight  of  the  10  officers  of  the  company  were  resi¬ 
dents  of  the  Pittsburgh  district. 

In  1937  nine  of  the  11  officers  of  the  company  were  resi¬ 
dents  of  the  Pittsburgh  district. 

i 

In  1938  the  situation  was  the  same.  i 

In  1939  10  of  the  11  officers  of  the  company  were  resi¬ 
dents  of  the  Pittsburgh  district. 

[425]  In  1940  all  of  the  officers  of  Philadelphia  Com¬ 
pany  were  residents  of  the  Pittsburgh  district. 

In  1941, 10  of  11  officers  were  residents  of  the  Pittsburgh 

district;  and 

7 


In  1942  to  1946,  and  in  the  present  year,  1947,  nine! of 
the  10  officers  were  and  now  are  residents  of  the  Pitts¬ 
burgh  district. 


Mr.  Hackney:  If  the  Examiner  pleases,  that  con¬ 
cludes  the  case  so  far  as  we  have  been  able  to  pre¬ 
pare  it.  We  reserve  the  right,  of  course,  to  call  ^r. 
Fleger  at  a  later  time  if  we  deem  it  advisable  f|or 
further  direct  testimonv. 


The  Examiner:  Are  you  prepared  to  go  ahead 
with  cross-examination  the  balance  of  the  day? 

Mr.  Guttmann:  We  are,  your  Honor. 

The  Examiner:  All  right.  We  will  take  a  recess 
for  five  minutes. 


(Short  recess.) 

The  Examiner:  All  right,  Mr.  Guttmann. 
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Cross-examination : 

By  Mr.  Guttmann: 

Q.  Mr.  Fleger,  it  was  my  understanding  this  morning 
in  the  course  of  your  direct  testimony  that  at  one  juncture, 
in  referring  to  the  1941  order  of  the  Securities  and  Ex¬ 
change  Commission  in  case  of  Standard  Power  and  Light, 
Standard  Gas  and  Electric  and  subsidiaries,  that  you  took 
the  position  that  in  [426]  that  order  the  Commission  ap¬ 
proved  of  a  merger  of  Standard  with  Philadelphia  Com¬ 
pany.  Was  I  correct  in  my  understanding  of  what  you  said 
this  morning  in  that  regard?  A.  I  don’t  believe  I  stated 
it  just  as  you  have  now.  I  believe  I  said  that — and  I  in¬ 
tended  to  say — that  in  August  of  1941  the  Commission 
approved  the  Plan  of  Integration  of  Standard  Gas  and 
Electric  Company  which  contemplated  that  Standard  w^ould 
dispose  of  all  of  its  holdings  except  Philadelphia  Company 
and  Public  Utility  Engineering  and  Service  Company  and 
which  contemplated  the  merger  of  Standard  Gas  and  Elec¬ 
tric  Company  with  Philadelphia  Company.  In  other  words, 
the  plan  as  presented  and  as  it  was  before  the  Commis¬ 
sion — and,  as  I  understand,  as  it  stands  today — contem¬ 
plated  that  Philadelphia  Company  and  Standard  would  be 
merged.  I  realize  that  the  testimony  in  connection  with  the 
plan  and  subsequent  proceedings  indicated  that  some  other 
means  of  bringing  about  a  situation  of  one  holding  com¬ 
pany  instead  of  the  two,  Philadelphia  Company  and  Stand¬ 
ard,  might  be  adopted,  but  the  merger  was  set  forth  as  one 
of  the  possible  methods  of  accomplishing  that  end,  and 
when  the  Commission  approved  the  program  as  then  pre¬ 
sented,  that  possibility,  that  proposal  was  before  it.  Now, 
whether  it  approved  the  merger,  that,  of  course  is  another 
question  and  I  didn’t  intend  to  be  that  specific,  Mr.  Gutt¬ 
mann. 

Q.  Thank  you.  I  merely  wanted  to  clarify  that  for  the 
record. 


! 

i 


Testimony — Philip  A.  Fleger — Cross.  £13a 

I 

[427]  Now,  in  the  course  of  your  testimony — and  I  will 

attempt  in  cross-examination,  at  least  so  far  as  possibly,  to 
keep  it  on  a  relatively  comparable  basis,  company  by  com¬ 
pany — you  discussed  the  history  of  Equitable  Gas  Company, 
and  I  believe  you  told  us  that  Equitable  Gas  Company  was 
organized  on  October  22, 1888,  is  that  correct?  A.  I  don’t 
recollect  that  I  testified  to  the  specific  date  of  organization 
of  the  Equitable  Gas  Company.  j 

Q.  Well,  could  you  now  tell  us  whether  that  is  approxi¬ 
mately  the  date  of  its  organization  ?  A.  I  can  verify  that 
very  quickly.  The  original  Equitable  Gas  Company  was 
chartered  on  October  22,  1888  and  the  present  Equitable 
Gas  Company  is  a  result  of  the  consolidation  and  merger 
of  that  company  with  the  Monongabela  Natural  Gas  Com¬ 
pany  by  agreement  dated  September  15,  1925. 

i 

Q.  Thank  you  very  much,  Mr.  Fleger. 

i 

Now,  Philadelphia  Company  initially  acquired  an  inter¬ 
est  in  the  old  Equitable  Gas  Company  around  June  of  1899, 
did  it  not?  A.  I  believe  it  is  approximately  correct,  yes. 

j 

Q.  And  at  that  time  Philadelphia  Company  employees 
and  officers  were  installed  as  officers  and  directors  of 
Equitable  Gas  Company,  is  that  not  so?  A.  I  wouldn’t 
be  prepared  to  state  that  that  was  the  case  as  to  all  officers 
and  employees. 

i 

[428]  Q.  Was  it  the  case  as  to  any  of  the  officers  and 

employees?  A.  I  would  wish  to  verify  that  before  com¬ 
mitting  myself,  Mr.  Guttmann.  j 

j 

Q.  Do  you  have  the  records  present  from  which  you 
could  verify  that  fact?  A.  I  doubt  whether  it  could  be 
done  in  a  few  minutes  time. 

Q.  If  I  called  to  your  attention  the  fact  that  volume  83 
of  Utility  Corporations,  pages  1638  and  1639  stated  that  as 
a  fact  would  you  accept  it,  subject  to  check? 


j 

i 
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Mr.  Hackney :  What  volume  is  that,  Mr.  Gutt¬ 
mann? 

Mr.  Guttmann:  Volume  83. 

Mr.  Hackney :  Of  what? 

Mr.  Guttmann:  Utility  Corporations,  Federal 
Trade  Commission. 

Mr.  Hackney :  Federal  Trade  Commission. 

Mr.  Guttmann:  Right. 

The  Witness:  I  would  not  be  prepared  to  accept 
it  as  a  fact  unless  I  had  an  opportunity  to  verify  it. 

By  Mr.  Guttmann: 

Q.  And  will  you  ascertain  what  the  true  fact  is  and 
report  back  subsequently?  A.  I  certainly  will,  yes,  sir. 

Q.  Now,  is  it  not  a  fact  that  on  July  11,  1899  Equitable 
Gas  turned  over  all  of  its  production  and  transmission 
properties  to  Philadelphia  Company?  A.  I  would  wish 
to  verify  that  detail  also,  Mr.  Guttmann. 

[429]  Q.  And  will  you  do  so  ?  A.  Yes,  sir. 

Q.  Do  you  have  any  knowledge  of  the  fact  that  at  any 
time  Equitable  did  turn  over  all  of  its  production  and  trans¬ 
mission  properties  to  the  Philadelphia  Company?  A. 
That  may  have  occurred  at  one  time.  The  Equitable  Gas 
Company  does  presently,  however,  own  natural  gas  prop¬ 
erties  in  its  own  right. 

Q.  But  as  to  the  fact  of  any  previous  transfer  of  its 
properties  you  will  ascertain  what  the  record  shows  and 
report  back?  A.  Yes,  sir. 

Q.  Would  you  also  ascertain  for  us,  in  the  event  that 
you  find  that  Equitable  had  so  turned  over  its  production 
and  transmission  properties  in  1899  to  Philadelphia  Com¬ 
pany,  what  was  the  consideration  ?  A.  I  will.  I  will  also 
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ascertain  the  property  that  was  turned  over  to  the  Phila¬ 
delphia  Company  at  that  time. 

Q.  That  will  be  appreciated. 

| 

Mr.  Hackney:  If  any. 

i 

By  Mr.  Guttmann:  j 

Q.  Now,  on  December  16  of  1913  a  lease  was  entered  into 
between  Philadelphia  Company  and  Equitable  ?  A.  That 
is  correct. 


Q.  Will  you  also  ascertain  whether  the  property  included 
[430]  under  this  lease  was  the  same  property  which!  had 
originally  been  turned  over  by  Equitable  to  Philadelphia 
Company  ?  A.  I  assume  that  the  lease  that  you  now 
refer  to  is  the  lease  of  December  1, 1913  under  which  Phila¬ 
delphia  Company  leased  to  Equitable  Gas  Company  all  of 
the  transmission  and  distribution  properties  owned  by 
Philadelphia  Company? 


Q.  That  is  right.  Now,  there  was  a  further  lease  of 
additional  properties  made  by  Philadelphia  Company  to 
Equitable  Gas  in  January  of  1923,  and  I  would  ask  you  also 
with  regard  to  the  property  covered  in  that  lease  to  please 
ascertain  whether  that,  or  any  part  thereof,  represented 
property  originally  turned  over  by  Equitable  to  Philadel¬ 
phia  Company?  A.  I  will. 


Q.  Now,  the  1913  and  1923  leases  of  Philadelphia 
Company  to  Equitable  I  believe  you  stated  yesterday  pro¬ 
vide  for  a  rental  of  8  per  cent  upon  a  stated  value,  plus 
additions  and  less  retirements.  We  note  that  in  Commis¬ 
sion’s  Exhibit  134  in  Docket  54-72,  in  stating  the  amounts 
of  depreciation,  rental  and  interest  accruing  to  Philadel¬ 
phia  Company,  there  is  apparently  a  separation  of  tl^e  S 
per  cent  rental  payment  into  two  categories,  to-wit,  depre¬ 
ciation  and  rent.  Can  you  tell  us  whether  there  is  any¬ 
where  contained  in  the  agreement  of  lease  provision  for  that 


i 

I 
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treatment?  A.  I  believe  that  is  a  question  of  the  con¬ 
struction  of  the  lease  and  as  the  rent  has  been  paid  for 
many  years  the  [431]  parties  have  construed  the  lease  as 
contemplating  that  the  lessee,  Philadelphia  Company, 
would  be  responsible  for  depreciation  in  the  property  and 
that,  accordingly,  it  would  make  accruals  for  such  depre¬ 
ciation;  and  that,  further,  the  lessee  would  pay  to  the 
lessor  in  each  year  the  amount  of  depreciation  estimated 
to  have  taken  place  in  the  property  leased  in  that  particular 
year. 

Q.  Is  that  payment  in  addition  to  the  8  per  cent  rental 
provided  for  in  the  lease?  A.  It  is.  However,  'when  any 
renewals  or  replacements  are  made  to  the  leased  property, 
while  they  are  actually  made  by  the  lessee,  Equitable  Gas 
Company,  the  Philadelphia  Company  is  required  to  pay  for 
them. 

Q.  Can  you  point  to  a  specific  paragraph,  either  in  the 
1913  or  1923  lease,  which  provides  for  the  payment  by 
Equitable  of  annual  depreciation  in  addition  to  the  rental 
payment  of  8  per  cent  stated  therein?  A.  I  don’t  recall 
any  express  terms  covering  the  point  which  you  mention, 
Mr.  Guttmann,  but  I  would  like  to  point  out  that  the  ques¬ 
tion  is  academic,  for  this  reason:  that  if,  as  I  assume  you 
are  suggesting,  the  lessee  should  not  pay  to  the  lessor  a 
depreciation  rental,  as  has  been  the  case,  then  in  that  event 
the  lessee  would  have  been  bound  to  accrue  for  the  necessary 
depreciation  and  it  would  have  had  to  pay  out  of  that  de¬ 
preciation  for  the  renewals  and  replacements,  and  since  we 
[432]  are  dealing  here  with  a  wholly-owned  subsidiary 
company,  the  Equitable  Gas  Company,  I  fail  to  see  what 
practical  significance,  what  effect  a  change  in  the  deprecia¬ 
tion  accounting  under  the  lease  could  have  on  either  in¬ 
vestors  or  consumers. 

The  Examiner:  Wouldn’t  it  have  an  effect  on  the 
consumers — the  rate  base? 


I 
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The  Witness:  I  do  not  admit  that  it  would,  jfour 
Honor.  On  the  contrary,  I  say  that  it  did  not  have 
one  iota  of  effect  on  the  rate  base  or  on  the  rates 
charged  by  the  Equitable  Gas  Company.  The  Penn¬ 
sylvania  Commission  has  had  the  two  leases  that  Mr. 
Guttmann  has  referred  to  on  file  for  many  years. 
The  leases  were  before  the  Commission  in  the  rate 
proceedings  that  I  referred  to  previously,  and  they 
have  no  effect  on  the  rate  base  or  the  rent,  because, 
as  I  explained  in  the  rate  proceeding,  in  order  to 
simplify  the  matter  the  leased  property  was  con¬ 
sidered  for  the  purpose  of  the  case  as  property  owned 
by  Equitable  Gas  Company  and  it  became  unneces¬ 
sary,  therefore,  to  consider  what  allowance  should,  be 
made  as  a  proper  operating  expense  of  Equitable 
Gas  Company  in  determining  how  much  it  was  earn¬ 
ing  and  how  much  it  should  be  permitted  to  earn  for 
rent,  whether  the  property  rent  or  depreciation  rent. 

i 

By  Mr.  Guttmann: 

Q.  Let  me  ask  you  this,  Mr.  Fleger,  as  long  as  you  have 
brought  in  the  question  of  this  most  recent  rate  case,  in 
which  the  treatment  that  you  designate  has  been  accorded 
to  these  [433]  problems,  what  vras  the  last  previous  rate 
case  before  the  Commission  in  which  consideration  was 
given  to  the  operating  expenses  and  properties  of  your 
company?  A.  I  believe,  Mr.  Guttmann,  that  there  was  a 
rate  proceeding  before  the  Pennsylvania  Commission  some 
time  in  the  1920’s.  The  exact  date  I  can’t  recall. 

Q.  What  specific  treatment  was  given  in  the  course  of 
those  proceedings  to  the  question  of  the  8  per  cent  annual 
rental?  Was  that  there  considered  an  item  of  operating 
expense?  A.  I  wouldn’t  care  to  say  offhand. 

Q.  Would  you  check?  A.  I  will  be  glad  to. 

Q.  Ascertain  and  report  for  the  record?  A.  Yes,  sir. 

i 
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Q.  And  in  any  proceedings  earlier  than  that  1920  pro¬ 
ceeding  would  you  similarly  check  the  records  and  report 
back?  A.  I  will  be  glad  to  do  so,  but  I  am  quite  sure  that 
there  were  no  other  rate  proceedings  prior  to  that  time. 

Q.  When  were  the  initial  filings  of  rates  made  by  Equi¬ 
table  ?  A.  Of  the  present  rates  ? 

Q.  No;  the  initial  filing  of  rates.  A.  With  the  State 
Commission? 

Q.  With  the  State  Commission.  A.  I  assume  that 
they  would  have  been  filed  shortly  after  [434]  the  enact¬ 
ment  of  the  Public  Service  Company  law  of  1913.  I  wouldn ’t 
be  able  to  recall  the  precise  date. 

The  Examiner :  They  weren’t  filed  with  the  prior 
Railroad  Commission,  were  they? 

The  Witness:  I  do  not  believe  so. 

By  Mr.  Guttmann: 

Q.  Would  you  be  good  enough  to  also  ascertain,  if  you 
can,  from  your  records  and  report  back  the  fact  that  you 
find  therefrom  as  to  the  treatment  that  was  given  to  the 
8  per  cent  rental,  whether  it  was  included  in  operating 
expenses  or  how  handled  in  consideration  given  to  the 
initial  filing  of  rates  and  all  subsequent  rate  filings  ?  A. 
I  will  be  glad  to  do  so,  Mr.  Guttmann,  but  I  insist,  if  I  may, 
that  the  amount  of  that  rent  presents  an  entirely  academic 
question  that  has  no  effect  and  never  has  had  on  either  the 
service  rendered  by  the  Equitable  Gas  Company  or  the 
rates  charged  and  that  it  is  entirely  immaterial  as  to  in¬ 
vestors  because  the  Equitable  Gas  Company  is  a  wholly- 
owned  subsidiary  of  the  Philadelphia  Company.  In  fact, 
had  the  case  been  otherwise,  I  am  confident  that  the  Penn¬ 
sylvania  Public  Utility  Commission  would  have  been  bound 
to  do  something  about  it. 


Testimony — Philip  A,  Fleger — Cross.  i  419a 

Q.  Mr.  Fleger,  I  assure  you  the  staff  of  the  Commission 
is  interested  in  the  facts  and  we  will  welcome  them  what¬ 
ever  they  may  show.  A.  I  appreciate  that. 

[435]  Q.  Now,  before  we  digress  momentarily  inito  the 
rate  situation,  you  had  questioned  the  observation  that  you 
read  into  one  of  my  earlier  questions  and  I  will  restate  that 
question  in  this  way  at  this  time,  if  I  may,  Mr.  Fleger: 
Under  the  lease  is  there  any  requirement,  outside  qf  the 
8  per  cent  set  forth  therein,  specifically  calling  upon  Equi¬ 
table  to  pay  over  to  Philadelphia  Company  any  additional 
sums  of  money  as  or  for  annual  depreciation?  A.  I  re¬ 
peat  that  that  becomes  a  matter  of  construction  of  the 
lease.  In  every  lease  you  have  the  question  of  whether 
the  lessor  or  the  lessee  should  undertake  to  be  responsible 
for  renewals  and  replacements.  If  the  lessor  undertakes 
to  be  responsible  for  them,  necessarily  he  must  be  put  in 
a  position  to  provide  those  replacements  through  the 
proper  payment  of  an  allowance  for  depreciation  by  the 
lessee.  Conversely,  if  the  parties  construe  the  lease  for 
their  purposes  as  contemplating  that  the  lessee  should  be 
responsible  for  replacements,  then  the  lessee  need  not  pay 
to  the  lessor  any  sum  on  account  of  depreciation,  but  tnust, 
rather,  in  that  event,  accrue  out  of  its  earnings  an  appro¬ 
priate  sum  for  depreciation,  so  that  when  replacements  are 
required  it  can  pay  for  them  and,  as  I  said  before,  if  the 
Philadelphia  Company  and  the  Equitable  Gas  Company 
had  not  seen  fit  to  construe  the  lease  in  this  fashion,  where¬ 
by  Philadelphia  Company  would  be  responsible  for  paying 
for  renewals  and  replacements,  then,  in  that  event,  although 
[436]  Equitable  Gas  Company  would  not  have  paid  de¬ 
preciation  rent  to  Philadelphia  Company,  Equitable  Gas 
Company  would  have  been  bound  to  take  the  money  that 
it  now  pays  over  to  Philadelphia  Company  for  depreciation, 
accrued  as  a  depreciation  reserve,  and  out  of  that  reserve 
to  finance  or  bear  the  cost  of  any  renewals  or  replacements 
to  the  leased  property. 
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I  can  not  see  what  difference  it  makes  in  a  parent- 
subsidiary  relationship  of  the  type  we  have  here  which 
construction  the  parties  see  fit  to  place  upon  the  lease. 

Q.  Well,  has  any  thought  been  given  to  the  possibility 
of  the  construction  that  would  spell  out  the  depreciation 
as  a  part  of  the  8  per  cent  provided  for  in  the  lease?  A. 
I  think  that  is  absurd  on  its  face,  Mr.  Guttmann. 

Q.  Does  that  represent  purely  return?  A.  What? 

Q.  The  8  per  cent  on  the  stated  value  of  properties? 
A.  Yes.  I  think  the  Philadelphia  Company  would  have 
made  a  contract  which  on  its  face  would  be  ridiculous  if 
it  had  intended  to  take  a  return  in  the  form  of  rent  on 
those  gas  properties  equal  to  the  8  per  cent  rent  less  a  proper 
allowance  each  year  for  depreciation. 

[437]  Q.  Mr.  Fleger,  I  wonder  whether  you  would  be  so 
kind  as  to  provide  for  the  record  for  subsequent  hearing 
the  transcript  of  payments  year  by  year  from  1913  to  date, 
setting  forth  the  amount  paid  by  Equitable  to  Philadelphia 
Company  as  and  for  rent,  the  amount  paid  by  Equitable 
to  Philadelphia  Company  as  and  for  annual  depreciation, 
and  also  setting  forth  in  each  year  the  dollar  base  valuation 
of  property  upon  which  the  8  per  cent  rental  was  computed? 
A.  I  think  in  view  of  all  the  other  work  that  we  have  got 
to  do,  we  can  add  that  much  more  to  it. 

Q.  Thank  you,  sir,  and  will  you  do  so?  A.  Yes,  sir. 

Q.  So  far  as  the  depreciation  is  concerned  on  the  prop¬ 
erty  owned  by  Philadelphia  Company  and  leased  to  Equi¬ 
table  Gas,  can  you  tell  us  at  what  annual  rate  or  rates  of 
depreciation  the  same  is  computed?  A.  Mr.  Guttmann, 
I  have  that  information  with  me  but,  unfortunately,  it  was 
left  over  at  the  hotel.  I  will  be  very  glad  to  supply  it  at  a 
later  date. 

Q.  Very  good,  sir;  possibly  at  our  Monday  morning 
session?  A.  Very  good. 
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Q.  Can  you  tell  us  at  this  time  the  annual  rate  or  rates 
of  depreciation  charged  by  Equitable  Gas  on  its  own  prop¬ 
erty  ?  A.  I  would  have  to  get  that  from  the  same  source, 
Mr.  Guttmann. 

j 

[438]  Q.  Will  you  do  so?  A.  Yes,  sir. 

Q.  As  I  understand  it,  Mr.  Fleger,  the  amount  rep¬ 
resenting  the  8  per  cent  rental  wTiich  fell  due  each  of 
the  years  from  1913  to  date,  has  not  been  fully  paid  in 
some  of  those  years  by  Equitable  to  Philadelphia  Company; 
is  that  right?  A.  That  is  correct.  I  would  like  to  add 
one  further  thing,  just  to  keep  the  record  straight,  fhe 
8  per  cent  rent  should  not  be  confused  with  the  rate  of  return 
that  the  Equitable  Gas  Company  and  Philadelphia  Com¬ 
pany  are  entitled  to  under  the  Pennsylvania  law.  The  8 
per  cent  is  calculated  on  a  value  of  leased  property,  which 
is  not  necessarily  identical  with  the  value  for  rate-making 
purposes.  In  valuing  the  property  for  rate-making  pur¬ 
poses,  as  I  explained  this  morning,  under  the  Pennsylvania 
law  there  are  many  elements  of  value  to  be  taken  into 
account,  including  reproduction  cost  new  less  depreciation. 
I  therefore  want  to  avoid  any  impression  being  created 
here  that  whereas  gas  companies,  for  example,  are  allowed 
in  Pennsylvania  today  a  6Vo  per  cent  return  on  the  fair 
value  of  their  property,  that  this  rent  suggests  that  the 
Philadelphia  Company  intended  to  receive  as  a  rent  a  return 
higher  than  that.  In  other  words,  the  two  statements  are 
not  necessarily  comparable.  In  addition  to  that,  I  wotild 
again  like  to  reiterate  that  the  rate  of  rent  prescribed  has 
not  been  the  factor  which  has  controlled  the  amount  of  re¬ 
turn  either  to  the  Equitable  Gas  [439]  Company  or  the 
Philadelphia  Company  on  its  gas  properties.  On  the  Con¬ 
trary,  the  facts  show,  as  they  have  in  the  Peoples  Natural 
Gas  case  and  the  Manufacturers  Light  &  Heat  case,  that  the 
Equitable  Gas  Company  and  the  Philadelphia  Company 
have  not  for  some  years  now  been  earning  a  fair  retarn 
on  the  fair  value  of  their  gas  properties. 
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Q.  Well,  now,  just  explore  the  line  that  you  give  rise  to 
in  your  answer  a  wee  bit  further.  I  think  you  testified  this 
morning  that  Pennsylvania  is  a  fair-value  state.  A. 
That  is  right. 

Q.  And  that  the  various  factors  of  value  enumerated  in 
Smvthe  v.  Ames  are  considered  generally,  or  are  to  he  con¬ 
sidered  generally  by  the  Commission  in  connection  with 
rate-making  proceedings.  A.  That  is  right. 

Q.  One  of  those  elements  of  valuation  is  original  cost, 
is  it  not?  A.  Yes,  but  original  cost  is  not  given  primary 
weight  in  fixing  a  rate  base  in  Pennsylvania  under  the  pres¬ 
ent  law  in  that  state. 

Q.  But  in  so  far  as  it  does  represent  an  element,  and  for 
the  purpose  of  rough  check,  can  you  tell  us  roughly — I  don’t 
need  an  exact  figure — how  the  stated  value  under  the  lease 
of  the  properties  of  Philadelphia  Company  leased  to  Equi¬ 
table  Gas  Company  would  compare  to  the  original  cost  of 
the  [440]  same  properties?  A.  I  not  only  would  not 
undertake  to  do  so  approximately,  but  I  don’t  think  that  the 
thing  would  mean  a  thing  because  reproduction  cost  is  the 
primary  factor  in  Pennsylvania  and  it  is  common  knowledge 
that  the  cost  of  reproducing  a  natural  gas  property  such  as 
we  are  talking  about  today  is  substantially  higher  than 
when  either  of  the  two  leases  that  we  are  talking  about 
were  entered  into. 

[Here  follow  several  requests  from  counsel  for  the  Com¬ 
mission  asking  the  witness  Fleger  to  furnish  additional 
information.] 

[442]  By  Mr.  Guttmann: 

Q.  These  unpaid  rentals  I  understand  bear  a  6  per  cent 
interest  charge;  is  that  right,  Mr.  Fleger?  A.  They  do. 

Q.  Is  that  provided  for  in  the  lease  specifically?  A. 
Not  expressly,  no. 
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Q.  That  is  a  construction  that  has  been  put  upon  the 
lease  at  some  time  or  another!  A.  That  is  correct.  I 
might  add,  Mr.  Guttmann,  another  detail  of  the  simplifica¬ 
tion  plan  that  I  referred  to  earlier  bears  upon  this :  Under 
the  plan,  of  course,  all  of  the  intercompany  indebtedness 
that  you  are  talking  about  now  would  be  canceled  because 
it  is  entirely  intercompany  and  has  no  practical  significance 

whatever.  | 

i 

Q.  Mr.  Fleger,  in  the  1913  lease  I  note  the  value  of  the 
leased  property  was  fixed  at  around  a  dollar  figure  of 
$28,000,000.  Do  you  know  how  that  value  was  arrived  at 
and  what  it  represented!  A.  Not  precisely. 

Q.  Can  you  give  us  any  indication!  [443]  A.  If  I 
may  look  at  the  lease  a  moment,  I  can  do  so. 

[Recess,  followed  by  a  discussion  between  the  Examiner 
and  counsel  for  the  parties  as  to  the  date  to  which  the  hear¬ 
ings  should  be  adjourned.] 

[445]  By  Mr.  Guttmann: 

Q.  I  understand  that  the  exhibit  which  was  referred  to 
is  going  to  be  brought  in  to  us.  In  the  meantime,  suppose 
we  pass  to  another  item  and  refer  to  that  a  little  later.  Isn’t 
it  a  fact  that  prior  to  1938,  Equitable  Gas  Company  in  its 
report  to  its  stockholders,  showed  the  rent  for  leased  prop¬ 
erties  as  a  below- the-line  deduction!  A.  The  Equitable 
Gas  Company  does  not  publish  a  report  to  its  stockholders 
because  it  is  a  wholly-owned  subsidiary  of  Philadelphia 
Company.  It  is  true  that  included  in  Philadelphia  Com¬ 
pany’s  reports  to  its  stockholders  there  are  financial  state¬ 
ments  of  Equitable  Gas  Company.  In  some  years  they 
have  been  consolidated  with  Pittsburgh  and  West  Virginia 
Gas  Company  and  its  immediate  parent,  and  in  others,  such 
as  the  last  few  years,  they  have  been  shown  on  a  separate 
corporate  basis  for  Equitable  Gas  Company. 

Q.  It  is  those  reports  to  which  I  refer.  A.  May  I  have 
the  question  read!  j 

(Question  read.) 


424a  Testimony — Philip  A.  Fleger — Cross. 

Q.  Subject  to  check  would  you  accept  that  as  a  fact  that 
prior  to  1938  the  rent  for  leased  properties  was  shown  as 
[446]  below-the-line  deduction?  A.  I  have  some  hes¬ 
itancy  on  expressing  myself  until  I  look  at  the  report,  Mr. 
Guttmann.  We  have  the  report  with  us  but  we  have  been 
carrying  so  much  stuff  back  and  forth  that  we  have  been 
trying  to  leave  over  at  the  hotel  what  we  don’t  require  at 
the  hearing.  The  report  happens  to  be  at  the  hotel  today. 

Q.  Do  you  have  all  your  reports  at  the  hotel?  A.  I 
have  with  me  some  of  the  more  recent  ones. 

Q.  Am  I  correct  then  that  recent  years,  since  1939  in 
particular,  the  rent  for  leased  properties  has  been  included 
in  those  reports  as  an  item  of  operating  expense?  A.  It 
has  in  recent  years,  to  my  knowledge,  been  shown  in  the 
income  statement  of  Equitable  Gas  Company  as  an  operat¬ 
ing  revenue  deduction. 

Q.  You  have  the  1945  report  before  you?  A.  I  have. 

Q.  I  ask  you  now  whether  the  amount  there  shown  as 
rent  for  leased  properties  includes  the  depreciation  paid 
over  by  Equitable  to  Philadelphia  Company?  A.  It  does. 

Q.  At  the  time  when  Philadelphia  company  originally 
leased  these  properties  to  Equitable,  do  you  know  what, 
if  any,  consideration  was  given  to  the  relative  advan¬ 
tages  or  disadvantages  of  the  sale  of  these  properties  as 
against  such  a  [447]  lease?  A.  I  am  not  certain  as  to 
whether  the  advantages  of  the  sale  were  considered  specifi¬ 
cally.  However,  again,  I  do  not  see  the  materiality  of  that 
question  or  its  importance  because  the  purpose  of  the  lease 
was  to  divest  Philadelphia  Company  of  the  operation  of 
the  natural  gas  properties  and  thereby  terminate  a  situa¬ 
tion  which,  under  the  state  law  that  was  then  going  into 
effect  regulating  public  utility  companies  such  as  gas  com¬ 
panies,  would  have  been  a  very  confusing  situation,  namely, 
where  Philadelphia  Company  would  have  been  operating 
natural  gas  properties  subject  to  regulation  as  to  rate  and 
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charges  and  at  the  same  time  receiving  income  from  Other 
utility  properties,  including  electric  and  railway  proper¬ 
ties,  from  a  regulatory  standpoint.  From  the  standpoint 
of  intercompany  management,  the  situation  of  course  was 
clarified  by  having  the  operation  of  the  gas  companies 
assumed  by  the  Equitable  Gas  Company,  Equitable  Gas 
Company  being  a  wholly-owned  subsidiary.  In  my  opin¬ 
ion,  it  is  immaterial  whether  that  divestiture  was  accom¬ 
plished  by  a  lease  or  by  a  sale  of  the  property.  Further¬ 
more,  it  is  self-evident  that  consents  may  well  have  been 
required  in  connection  with  the  sale  of  the  property  to  Equi¬ 
table  Gas  Company,  which,  of  course,  may  not  have  been 
required  in  connection  with  the  lease  which  would  have  re¬ 
quired  a  time,  which  would  have  made  it  impossible  to 
bring  about  a  transfer  of  the  property  before  the  new  state 

law  [448]  came  into  operation.  i 

i 

j 

Mr.  Hackney:  May  I  interrupt  and  ask  what 
consents  you  refer  to,  Mr.  Fleger? 

| 

The  Witness:  Consents  of  security  holders. 

i 

By  Mr.  Guttmann: 

| 

Q.  Subsequent  to  the  year  1913,  Mr.  Fleger,  could  you 
tell  us  whether  any  serious  consideration  at  any  timfe  or 
times  has  been  given  to  the  relative  advantages  or  disad¬ 
vantages  of  the  sale  as  against  the  continuance  of|  the 
lease?  A.  In  recent  years  in  view  of  the  inability  of  the 
Equitable  Gas  Company  to  have  earned  the  rent  provided 
for  in  the  lease  which  gave  rise  to  the  intercompany  indebt¬ 
edness  which  now  exists,  it  has  been  considered  desirable  to 
transfer  the  properties  to  Equitable  Gas  Company  and 
thereby  eliminate  that  indebtedness  as  to  the  future.  It, 
in  other  words,  will  be  a  matter  of  convenience  to  be  $ble 
to  pick  up  the  financial  statements  of  Philadelphia  Com¬ 
pany  and  Equitable  Gas  Company  and  not  have  to  con¬ 
cern  yourself  with  an  intercompany  indebtedness,  but  again 
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I  repeat,  that  is  a  pure  matter  of  convenience,  it  does  not 
have  any  substantive  impact  upon  the  security  holders  or 
investors  of  the  companies  involved. 

Q.  You  say  in  recent  years  such  consideration  has  been 
given.  What  do  you  encompass  in  that  general  classifica¬ 
tion  of  time?  A.  I  wouldn’t  care  to  be  too  specific  about 
the  time.  [449]  I  would  say  that  consideration  has  been 
given  to  that  subject  for  at  least  six  or  eight  years. 

Q.  So  that  some  consideration  was  given  to  that  sub¬ 
ject  prior  to  the  filing  of  the  pending  proceedings  before 
the  Commissions  involving  the  rates  of  the  gas  companies, 
is  that  right?  A.  That  is  not  correct.  The  pending  rate 
case  of  the  Equitable  Gas  Company  was  instituted  in  1937. 

Q.  Prior  to  the  institution  of  that  proceeding,  no  con¬ 
sideration  was  given  to  the  question  that  we  are  discuss¬ 
ing?  A.  I  don’t  have  any  recollection  of  any  substantial 
consideration.  As  a  matter  of  fact,  one  of  the  factors  that 
entered  into  the  consideration  of  that  subject  was  the  in¬ 
stitution  of  the  rate  proceedings  against  Equitable  Gas 
Company  in  1937.  What  happened  there  was  that  in  that 
year  the  state  Commission  instituted  blanket  proceedings 
against  every  natural  gas  company  in  the  State  of  Pennsyl¬ 
vania,  charging  that  their  rates  were  unreasonable.  That 
action  was  taken  without  any  warning.  Naturally,  in  view 
of  the  fact  that  the  Equitable  Gas  Company  had  been  un¬ 
able  for  a  period  of  time  prior  to  that  to  earn  its  rent,  the 
institution  of  those  proceedings  raised  a  serious  question 
as  to  whether  or  not  the  company  could  be  put  in  a  posi¬ 
tion  of  earning  its  rent,  and  naturally  the  question  arose 
as  to  what  steps  might  be  taken  to  eliminate  the  continued 
accrual  in  increase  in  that  indebtedness. 

[450]  Q.  I  am  going  to  surprise  you,  Mr.  Fleger,  in 
view  of  the  position  I  took  yesterday  on  opinion ;  I  am  go¬ 
ing  to  ask  for  one  today  and  request  you  to  state  your 
opinion  in  view  of  the  current  money  market  as  to  whether 
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or  not  Equitable  Gas  could  more  advantageously  or  less 
advantageously  finance  ownership  of  the  properties  now 
leased  from  Philadelphia  Company  rather  than  continue 
to  be  obligated  for  an  8  per  cent  annual  rental  thereon? 
[451]  A.  Well,  that  in  my  opinion,  for  reasons  already 
stated,  is  a  purely  academic  question,  because  again  of  the 
fact  that  you  are  dealing  with  a  wholly-owned  subsidiary 
company,  in  Equitable  Gas  Company,  but  beyond  that  I 
w~ould  like  to  repeat  that  it  is  the  intention  of  the  Philadel¬ 
phia  Company,  as  I  have  already  outlined,  to  transfer  its 
gas  properties  to  Equitable  Gas  Company  and  to  issue  debt 
in  an  appropriate  amount  against  the  gas  properties,  and 
I  maintain  that  it  would  be  extremely  short-sighted;  and 
it  would  amount  to  a  sacrifice  of  considerable  savings  if, 
merely  because  the  Commission  has  seen  fit  to  pick  up  this 
11(b)  (1)  proceeding  on  December  5,  1946,  which  it  might 
have  done  in  1945  or  1944  or  1941,  to  have  the  Equitable 
Gas  Company  proceed  immediately  with  the  acquisition  of 
the  Philadelphia  Company  properties,  and  the  issuance  of 
debt  securities  in  the  manner  I  have  indicated  when  it  is 
self-evident  that  in  view  of  the  uncertainty  as  to  its  right 
to  earn,  under  the  law-  of  the  State  of  Pennsylvania,  it  un¬ 
doubtedly  could  not  obtain  as  favorable  terms  for  that  debt 
as  it  could  if  it  waited  for  a  period  of  about  another  year. 
I  can’t,  for  the  life  of  me,  see  why  there  is  any  apparent 
magic  in  doing  this  thing  today,  when  everything  indicates 
that  by  waiting  for  possibly  a  year,  until  the  rate  proceed¬ 
ings  are  determined,  the  earning  capacity  of  the  company 
can  be  clarified,  and  the  debt  can  be  issued  on  the  most 
favorable  terms  and  the  maximum  savings  [452]  cafi  be 
achieved,  in  connection  with  retirement  of  parent  Com¬ 
pany’s  debt. 

I 

Q.  Well,  now,  I  take  it  you  are  not  inclined  to  answer 
my  more  direct  and  specific  question,  is  that  right?  A.  I 
have  answered  it  in  the  only  way  that  I  am  capably  of 
answering  it. 

i 
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Q.  I  show  you  at  this  time  Commission’s  Exhibit  A-10 
and  Exhibit  A-ll  in  these  proceedings,  in  connection  with  a 
previous  question,  wherein  I  asked  you  to  describe,  under 
the  1913  and  1923  leases,  how  the  stated  value  of  the  leases 
was  arrived  at  ?  A.  Refreshing  my  recollection,  the  value 
of  the  leased  property  on  which  the  rent  is  computed  is  an 
appraised  value.  I  cannot  state  precisely  what  elements  of 
value  were  considered  in  appraising  the  property  at  that 
time.  I  would  contend  that,  in  view  of  the  substantial 
increase  in  costs  that  have  occurred  since  each  of  the  leases 
were  made,  an  appraisal  made  today  would  show  a  con¬ 
siderably  higher  value,  of  course,  and  I  realize  that  that 
is  subject  to  verification  as  to  how  the  value  is  computed 
in  1913. 

Q.  Do  you  have  any  opinion  as  to  whether  the  original 
cost  would  be  greater  or  less  than  the  stated  value?  A. 
The  determination  of  original  cost  as  to  the  property  that 
we  are  discussing  involves  a  number  of  questions  that 
remain  to  be  settled,  including  one  important  item,  namely, 
[453]  property  that  was  constructed  by  Philadelphia  Com¬ 
pany  and  by  Equitable  Gas  Company  in  prior  years,  the  cost 
of  which  was  charged  to  income  or  expense. 

In  the  determination  of  original  cost  and  in  the  rate 
proceedings  we  are  contending  that  that  property  under 
present-day  accounting  principles  should  be  re-stated  into 
the  plant  account. 

Until  the  various  questions  involved  are  disposed  of,  I 
cannot  say  how  the  original  cost  would  compare,  because 
that  property,  for  example,  was  not  included  in  the  plant 
account  or  the  book  cost  figure  of  the  company.  If  our 
position  is  maintained  in  connection  with  the  determination 
of  original  cost  and  the  rate  proceeding,  of  course,  that 
property  will  be  re-stated  into  the  plant  account  and  will 
have  the  effect  of  increasing  the  book  cost  figure. 

Q.  In  your  annual  report  to  stockholders  for  the  year 
1945,  vou  do  show  a  tentative  determination  of  original  cost 
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of  the  properties  leased  by  Equitable  from  Philadelphia 
Company,  do  you  not?  A.  Yes,  sir. 

Q.  And  what  is  that  tentative  determination  of  original 
cost  there  set  forth?  A.  The  figures  are  not  set  forth 
in  the  footnotes  to  the  financial  statements  in  that  report. 
It  may,  however,  be  set  forth  in  the  President’s  letter  to 
the  stockholders.  j 

[454]  Q.  In  the  annual  report  you  find  notes  as  to  the 
excess  of  book  value  over  original  cost  on  those  properties, 
do  you  not?  A.  I  can  compute  it  from  the  figures  here. 
The  report  indicates  that  the  original  cost  as  tentatively 
determined  by  the  companies,  indicates  that  there  is  hn 
excess  of  book  value  over  original  cost  in  connection  with 
the  property  of  Equitable  Gas  Company  of  $206,545.79  and 
an  excess  of  book  cost  over  original  cost  in  the  case  of  the 
gas  properties  of  Philadelphia  Company  of  $5,733,094.11.  j 

Q.  And  referring  to  the  answer  filed  by  Philadelphia 
Company  in  these  proceedings,  the  book  value  as  of  De¬ 
cember  31, 1945,  for  these  same  properties,  was  $38,140,000, 
is  that  not  correct,  page  17  ?  A.  That  is  correct. 

Q.  And  the  depreciation  reserve  on  the  same  properties 
as  at  the  same  date  is  $16,110,000  on  the  same  page,  page  17, 
Mr.  Fleger?  A.  That  is  right. 

.1 

Q.  Now,  in  1945,  Equitable  paid  as  rent  to  Philadelphia 
Company  what  dollar  amount?  A.  It  paid  $2,894,886.58, 
but  that  included  an  amount  for  depreciation  in  approxi¬ 
mately  the  amount  of  $900,000.  Therefore  the  rest  that 
represented  return  on  property  was  somewhat  less  than 
$2,000,000, — I  believe  around  $1,900,000,  [455]  in  rouncl 
figures. 

Q.  Well,  now,  if  you  will  take  my  figures  for  the  moment, 
subject  to  check,  and  subtract  the  depreciation  reserve  as 
of  December  31, 1945,  from  the  book  value  of  the  properties 
as  of  that  date,  it  would  leave  a  net  property  as  of  December 
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31,  1945,  of  $22,030,000  roughly,  is  that  about  right?  A. 
Well,  Mr.  Guttmann,  that  is  a  calculation,  a  purely  arith¬ 
metical  one  that  you  are  capable  of  making.  I  refuse  to 
adopt  it  as  my  own  because  I  refuse  to  recognize  it  as  of 
any  significance  because  I  think  it  is  absurd  on  the  face 
of  things  to  suggest  that  whereas  in  Pennsylvania  the 
Company  is  entitled  to  a  fair  return  on  the  fair  value  of  its 
property,  and  that  fair  value  must  be  determined  on  the 
basis  of  giving  effect  to  many  elements  of  value,  including 
reproduction  cost  new,  to  suggest  that  a  computation  of  a 
return  on  the  basis  of  original  cost  solely  has  any  signifi¬ 
cance  whatever. 

Q.  I  assure  you,  Mr.  Fleger,  I  am  not  attempting  to  set 
a  return  for  rate-making  purposes.  I  was  merely  interested 
to  ascertain  for  the  record  the  ratio  that  the  rental  payment 
hears  to  the  net  value  of  the  properties.  However,  that, 
as  you  say,  is  susceptible  to  arithmetical  computation. 
A.  I  don’t  agree  that  your  figure  represents  net  value.  Your 
figure  represents  net  original  cost,  or  depreciated  original 
cost  and,  as  I  am  trying  to  say,  Mr.  Guttmann,  in  Penn¬ 
sylvania,  that  is  not  value,  and  to  suggest  that  an  operating 
[456]  company  should  be  permitted  to  earn  6Vo  per  cent 
on  the  fair  value  of  the  property  and  to  turn  around  and 
suggest  that  an  owner  of  property,  because  he  leased  it, 
should  be  permitted  only  6M>  per  cent,  for  example,  on  the 
original  cost  of  the  property,  is  obviously  unsound  and 
unreasonable.  We  are  not  talking  about  value  when  we 
are  talking  about  original  cost.  In  fact,  even  in  the  United 
States  Supreme  Court  decision  in  the  Hope  Natural  Gas 
case,  as  I  read  it,  the  Supreme  Court  refuses  to  adopt 
original  cost  depreciated  as  a  basis  for  determining  the 
value  of  the  property  of  a  public  utility  company  in 
measuring  its  return. 

Q.  You  are,  of  course,  familiar  with  the  Lindheimer 
case,  are  you  not?  A.  Only  generally. 
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Q.  During  the  period  prior  to  1927,  Mr.  Fleger,  Equi¬ 
table  Gas  Company  loaned  certain  moneys  to  Philadelphia 
Company,  did  it  not?  A.  There  were  certain  loans  in 
that  period  which  were  repaid,  I  believe.  I,  of  course,  would 
like  to  have  the  opportunity  to  verify  that  fact,  but  that  is 
my  present  recollection. 

Q.  And  is  it  also  your  present  recollection  that  tlie 
loans  in  that  period  approximated  $3,500,000?  A.  I  be¬ 
lieve  that  is  the  approximate  amount. 

l 

The  Examiner:  Are  these  upstream  loans  tha!t 
you  are  talking  about? 

[457]  Mr.  Guttmann:  These  are  upstream  loans, 
sir. 

The  Witness:  That  is  correct.  j 

By  Mr.  Guttmann: 

Q.  Can  you  tell  us  the  purpose  for  which  those  loans 
generally  were  made?  A.  I  would  prefer  to  verify  the 
facts,  Mr.  Guttmann,  before  I  venture  an  opinion  on  thatj. 

Q.  Will  you  be  able  to  do  that  over  the  week-end?  A  1 

We  will  try. 

Q.  And  will  you  at  the  same  time,  Mr.  Fleger,  be  kind 
enough  to  ascertain  whether  these  loans,  to  which  we  arei 
referring,  were  made  at  a  time  when  Equitable  Gas  was 
indebted  to  Philadelphia  Company  and  to  Pittsburgh  and 
West  Virginia  Gas  Company  for  rentals  and  gas  purchases, 
respectively?  A.  I  will. 

1 

Q.  Or  whether  they  were  at  the  same  time  indebted  to 
those  companies  for  moneys  loaned?  A.  I  will. 

Q.  At  this  time  I  would  ask,  Mr.  Fleger,  whether  you 
will  be  able  to  provide  for  the  record  at  a  subsequent  date 
schedules  showing  all  upstream  and  downstream  loans  be¬ 
tween  Philadelphia  Company  and  its  subsidiaries  and 
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between  the  subsidiaries  themselves,  showing  at  what  points 
notes  bearing  interest  were  substituted  for  open  account 
indebtedness  and  further  showing  [458]  the  reasons  for 
such  loans? 

The  Examiner:  Do  you  want  the  interest  rates? 

Mr.  Guttmann:  And  the  interest  rates  thereon. 

The  Witness:  We  will. 

[Week-end  adjournment.] 

[462]  By  Mr.  Hackney: 

Q.  Mr.  Fleger,  at  Friday’s  session  Mr.  Guttmann  asked 
you  to  procure  certain  information.  Have  you  procured 
some  of  that  information?  A.  I  have  procured  some  of 
it  over  the  week-end.  The  balance  will  take  considerably 
more  time  to  prepare,  but  we  will  prepare  it  at  the  earliest 
possible  date.  At  Friday’s  hearing  Mr.  Guttmann  asked 
me  whether  Equitable  Gas  Company  had  turned  over  to 
Philadelphia  Company  in  1899  all  of  its  [463]  production 
and  transportation  property  and  if  so,  for  what  consider¬ 
ation.  I  have  verified  certain  of  the  facts  with  respect  to 
that  transaction  and  find  that  on  July  1,  1S99,  after  Phila¬ 
delphia  Company  had  obtained  control  of  Equitable  Gas 
Company,  the  Philadelphia  Company  and  Equitable  Gas 
Company  entered  into  an  agreement  wThereby  the  parties 
recognized  that  Equitable  Gas  Company,  which  was  en¬ 
gaged  in  the  local  distribution  of  gas  in  the  City  of  Pitts¬ 
burgh,  and  which  had  a  10-inch  transmission  line  extend¬ 
ing  into  Armstrong  County,  Pennsylvania,  had  certain 
producing  wells  and  leases  in  the  area  at  the  end  of  that 
line  in  Armstrong  County  the  production  from  w’hich  was 
too  small  to  satisfy  the  requirements  of  Equitable  Gas 
Company’s  customers.  The  parties  also  recognized  that 
Equitable  Gas  Company  had  certain  other  gas-producing 
lands  that  were  not  situated  at  a  point  at  or  near  the  trans¬ 
mission  lines  of  Equitable  Gas  Company.  The  parties 
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further  recognized,  on  the  other  hand,  that  Philadelphia 
Company  had  substantial  gas-producing  properties  in 
Armstrong  County  and  also  substantial  gas-producing  prop¬ 
erties  in  Greene  County,  Pennsylvania,  and  in  northern 
West  Virginia,  the  production  from  which  was  capable  of 
being  transported  via  transporting  facilities,  including  a 
20-inch  transmission  line,  owned  and  operated  by  the  Phila¬ 
delphia  Company.  j 

The  agreement  of  July  1,  1899,  between  the  Phila¬ 
delphia  Company  and  Equitable  Gas  Company  accordingly 
provided  that  [464]  Philadelphia  Company  would  operate 
the  gas  wells  of  Equitable  Gas  Company  in  Armstrong 
County  and  would  take  over  the  leases  of  Equitable  Gas 
Company  and  would  pay  all  of  the  expenses  of  the  oper¬ 
ation  of  the  wells,  drilling  of  new  wells,  payment  of  rents 
and  royalties.  The  agreement  further  provided  that 
Philadelphia  Company  would  at  its  expense  operate  the 
pumping  stations  of  Equitable  Gas  Company  to  the  extent 
required  to  transport  this  gas  from  Armstrong  County  to 
the  distribution  system  of  Equitable  Gas  Company. 

The  agreement  further  provided  that  the  transporta¬ 
tion  facilities  of  Equitable  Gas  Company  were  to  be  kept  in 
good  condition  and  repair  by  that  company. 

Finally,  the  agreement  provided  that  Philadelphia 
Company  would  sell  to  Equitable  Gas  Company  all  of  the 
production  of  gas  required  by  it  in  the  operation  of  its 
distribution  system  to  the  extent  that  gas  was  available 
after  taking  care  of  certain  existing  customers  of  Phila¬ 
delphia  Company.  The  agreement  as  originally  entered 
into  provided  that  Equitable  would  pay  for  such  gas  pur¬ 
chased  from  Philadelphia  Company  a  price  equivalent  to 
70  per  cent  of  the  gross  revenues  of  Equitable  Gas  Com¬ 
pany  from  the  sale  of  such  gas  to  its  residential  customers 
and  at  a  price  equivalent  to  85  per  cent  of  the  gross  rev¬ 
enues  of  Equitable  Gas  Company  from  the  sale  of  sqch 
gas  to  its  industrial  customers. 
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The  agreement  was  amended  shortly  after  July  1, 
namely,  [465]  November  8,  1899,  the  amendment  to  take 
effect  as  of  October  1,  1899,  and  the  amendment  provided 
that  from  that  date  the  Equitable  Gas  Company  would 
pay  a  price  equivalent  to  60  per  cent  of  the  gross  revenues 
received  from  the  sale  of  gas  to  its  residential  customers. 
In  other  words,  this  agreement  was  entered  into  under  the 
circumstances  that  I  have  mentioned  as  a  means  of  provid¬ 
ing  Equitable  Gas  Company,  on  the  one  hand,  with  ade¬ 
quate  supply  of  gas  for  its  distribution  system  and  provid¬ 
ing  Philadelphia  Company,  on  the  other  hand,  an  outlet  for 
its  substantial  supply  of  gas  in  Armstrong  and  Greene 
counties,  Pennsylvania,  and  in  northern  West  Virginia. 

The  agreement  'was  to  continue  in  force  for  one  year 
from  July  1,  1899  and  from  July  1,  1899  and  thereafter 
until  terminated  upon  60  days’  notice.  It  will  require 
some  time  to  verify  what  part  of  the  property  of  Equitable 
Gas  Company  covered  by  this  agreement  was  still  in  exist¬ 
ence  when  the  two  leases  were  entered  into  between  Phila¬ 
delphia  Company  and  Equitable  Gas  Company  in  1913  and 
1923  and  it  will  also  require  some  considerable  time  to 
verify  what,  if  any,  property  of  Equitable  Gas  Company 
covered  by  this  agreement  w~as  leased  by  Philadelphia 
Company  to  Equitable  Gas  Company  under  either  of  the 
leases  that  I  have  mentioned. 

At  the  hearing  on  Friday  Mr.  Guttmann  also  inquired 
as  to  the  rates  for  depreciation  which  were  applicable  to 
gas  property  of  Equitable  Gas  Company  and  Philadelphia 
Company.  [466]  The  rates  are  the  same  with  respect  to 
property  of  Equitable  Gas  Company  and  property  of 
Philadelphia  Company  and  are  as  follows : 

4  per  cent  per  annum  on  depreciable  production  and 
storage  system  property; 

3  per  cent  per  annum  on  depreciable  transmission  sys¬ 
tem  property; 
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2  per  cent  per  annum  on  depreciable  distribution  system 
property; 

2V>  per  cent  per  annum  on  depreciable  general  prop¬ 
erty;  I 

Depletion  on  all  depletable  production  system  property 
except  leases  is  provided  for  in  the  appropriations  for  de¬ 
preciation  on  production  system  property  by  the  inclusion 
of  such  depletable  property  in  the  base  upon  which  the  4 
per  cent  per  annum  appropriation  for  depreciation  on 
production  system  property  is  computed.  When  leases 
are  abandoned  the  loss  is  charged  to  Account  512,  aban¬ 
doned  leases. 

Appropriations  on  properties  classified  as  other  physi¬ 
cal  property,  namely,  property  representing  buildings,  ate 
computed  at  the  rate  of  21/4  per  cent  per  annum,  while 
appropriations  on  automotive  equipment  are  computed  on 
a  mileage  basis. 

At  Friday’s  hearing  Mr.  Guttmann  also  directed  my 
attention  to  the  fact  that  prior  to  1938  the  rent  payable  by 
Equitable  Gas  Company  to  Philadelphia  Company  for 
leased  property  was  shown  in  the  annual  reports  of  Phila¬ 
delphia  Company  to  its  [467]  stockholders  as  a  below- the- 
line  deduction.  The  facts  in  respect  to  that  are  these :  Be¬ 
tween  1913  and  1922  the  Equitable  Gas  Company  was  con¬ 
solidated  with  Philadelphia  Company  in  the  latter’s  annual 
report  to  stockholders  and  therefore  the  rent  referred  to 
was  eliminated  as  an  intercompany  transaction.  Beginj- 
ning  with  1923  Equitable  Gas  Company  was  not  consolir 
dated  with  Philadelphia  Company  in  the  annual  reports  of 
that  company  to  its  stockholders  and  between  that  year  and 
1938  the  rent  in  question  was  shown  as  a  gross  income 
deduction,  for  the  reason  that  it  was  required  to  be  so 
shown  by  the  Uniform  System  of  Accounts  of  the  Pennsyl-j 
vania  Public  Service  Commission  in  effect  during  those; 
years.  The  rent  in  question  was  in  1938  and  subsequent! 
years  shown  in  the  annual  report  of  Philadelphia  Company i 
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as  an  operating  expense  or  operating  revenue  deduction  of 
Equitable  Gas  Company,  because  on  January  1,  1939,  or 
prior  to  the  publication  of  the  1938  report  of  Philadelphia 
Company,  a  new  uniform  system  of  accounts  had  been 
adopted  by  the  Pennsylvania  Commission  wdiich  was  iden¬ 
tical  with  that  of  the  Federal  Power  Commission  as  ap¬ 
plied  to  natural  gas  companies,  and  under  that  system  of 
accounts  the  rent  was  required  to  be  shown  as  an  operating 
expense  or  operating  revenue  deduction. 

Those  are  the  matters  which  I  have  been  able  to  verify 
over  the  week-end.  The  other  items  it  will  require  some 
more  time  to  verify,  but  the  information  will  be  obtained. 

[468]  Mr.  Guttmann:  Thank  you,  Mr.  Fleger. 

Cross-examination: 

By  Mr.  Guttmann: 

Q.  At  transcript  page  429  I  note  that  you  stated,  and  I 
quote  you : 

“The  Equitable  Gas  Company  does  presently, 
however,  own  natural  gas  properties  in  its  own 
right.  ” 

I  wonder  whether  you  would  be  kind  enough  to  trace 
for  us,  dollarwise,  the  development  of  physical  assets  owned 
by  Equitable  Gas  since  inception,  or,  if  it  would  be  more 
convenient,  to  have  a  schedule  prepared  showing  that  for 
a  later  date?  A.  If  you  wish  it,  Mr.  Guttmann,  we  will 
prepare  it.  I  would  think  offhand  that  it  would  require 
considerable  work  to  do  that,  but,  as  I  say,  if  you  wish  us 
to  prepare  it,  why,  we  will  undertake  it. 

Mr.  Bachney:  If  the  Examiner  pleases,  we  are 
getting  all  kinds  of  requests  for  additional  informa¬ 
tion  and  it  all  goes  to  show  that  this  period  of  30 
days  which  the  Commission  has  already  granted  us 
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is  going  to  be  wholly  inadequate,  because  we  have  a 
tremendous  amount  of  preparation  already  under¬ 
taken  in  connection  with  Mr.  Guttmann ’s  requests,  so 
I  merely  bring  to  your  attention  that  it  lays  the 
foundation  for  a  further  request  at  a  later  time  for 
additional  time. 


Mr.  Guttmann:  I  respectfully  suggest  tljat  the 
requests  [469]  which  we  have  made  on  the  record 
to  date  are  directly  aimed  at  matters  as  to  which  the 
witness  has  testified  on  his  direct  and  as  to  which  we 

i 

are  certainly  entitled  to  the  information  and  Relieve 
it  should  be  readily  available.  j 


Mr.  Hackney:  I  am  not  quarreling  with  Mr:  Gutt¬ 
mann’s  request  and  we  will  be  glad  to  furnish  any 
information  he  wants,  but  I  merely  point  out  tliat  the 
time  allowed  for  our  own  preparation  is  wholly  in¬ 
sufficient  already  and  with  this  additional  burden 
imposed  upon  us  by  these  requests  it  is  going;  to  be 
even  more  insufficient.  I 


By  Mr.  Guttmann: 

\ 

Q.  You  will  prepare  such  a  schedule  for  us,  Mr.  Fleger? 
A.  Yes,  sir. 

Q.  Thank  you. 

Now,  Mr.  Fleger,  I  believe  that  in  1922  the  Board  of 
Directors  of  Equitable  Gas  authorized  the  purchase  of 
26,000  shares  of  $25  par  value  of  the  capital  stopk  of 
Peoples  Natural  Gas  and  Pipage  Company  by  exchanging 
for  the  same  26,000  shares  of  the  $50  par  value  common 
stock  of  Equitable  Gas,  is  that  a  fact?  Page  1641.  !  A. 
The  difficulty  with  referring  to  this  document  that  you  have 
mentioned,  Mr.  Guttmann,  is,  as  I  have  already  pointed  out 
this  morning,  the  statements  in  it  are  not  completely  accu¬ 
rate  and  I  hesitate  to  accept  them  as  stating  the  facts,  and 
particularly  all  of  the  facts. 
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[470]  Q.  Will  you  be  in  a  position  to  comment  upon  the 
particular  fact  to  which  I  am  referring,  as  to  whether  or 
not  that  is  correct,  or  would  you  prefer  referring  to  the 
records  to  verify  it  before  answering?  A.  I  would  prefer 
referring  directly  to  the  company’s  records,  because  in  con¬ 
nection  -with  the  transaction  between  Equitable  Gas  Com¬ 
pany  and  Philadelphia  Company  in  1S99  to  which  you 
referred  on  Friday  and  which  I  have  verified  over  the 
weekend  I  satisfied  myself  that  the  report  of  the  Trade 
Commission  was  not  completely  accurate  and  I  hesitate, 
therefore,  to  accept  the  fact  that  you  now  refer  to  as 
entirely  accurate  and  complete  merely  because  it  appears 
in  the  Federal  Trade  Commission  report. 

Q.  You  have  at  the  present  moment  no  independent 
knowledge  of  that  fact,  is  that  so?  A.  Not  as  to  the 
details  of  the  transaction. 

Q.  And  you  will  attempt  to  verify  it  and  report  back 
at  a  subsequent  hearing?  A.  I  will,  yes,  sir. 

Q.  Thank  you. 

Do  you  know  whether  as  of  1922  Peoples  Natural  Gas 
and  Pipage  Company  was  wholly  owned  by  Philadelphia 
Company?  A.  I  believe  it  was. 

Q.  Do  you  know  at  this  time  the  manner  in  which  the 
26,000  shares  of  Peoples  Natural  Gas  and  Pipage  Company 
had  been  [471]  originally  acquired  by  Philadelphia  Com¬ 
pany?  A.  I  do  not. 

Q.  And  will  you  ascertain  that  fact,  as  well?  A.  Yes. 
Just  a  moment,  Mr.  Guttman,  please. 

Q.  Surely.  A.  I  do  know  to  be  a  fact  that  some,  if  not 
all,  of  the  Peoples  Natural  Gas  and  Pipage  Company  stock 
was  acquired  by  Philadelphia  Company  through  the  issu¬ 
ance  of  6  per  cent  cumulative  preferred  stock  of  Philadel¬ 
phia  Company. 
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[472]  Q.  Do  you  know  the  par  value  of  that  stock?  A. 
Of  the  6  per  cent  preferred?  ! 

Q.  Yes,  sir.  A.  I  would  like  to  verify  the  par  at  the 
date  of  the  transaction  that  I  referred  to. 

Q.  Do  you  know  whether  the  shares  of  cumulative  pre¬ 
ferred  stock  to  which  you  have  just  referred  which  had 
been  issued  by  Philadelphia  Company  for  the  stock  of 
Peoples  Natural  Gas  and  Pipage  are  a  part  of  the  pres¬ 
ently  outstanding  preferred  stock  of  the  Philadelphia  Com¬ 
pany?  A.  They  are. 

Q.  Of  what  series  ?  A.  6  per  cent  cumulative  pre¬ 
ferred  stock  which  I  described  in  my  testimony  on  direct 
and  of  which  there  are  now  outstanding  $24,557,000.  j 


Q.  On  January  1,  1932,  is  it  not  a  fact  that  Equitable 
Gas  Company  in  agreement  with  Finleyville  Oil  took  an 
option  to  buy  certain  properties?  A.  Finleyville  and 
Equitable  Gas  Company  at  approximately  that  time!  en¬ 
tered  into  an  arrangement  whereby  Equitable  Gas  Com¬ 
pany  undertook  to  buy  all  of  the  production  of  Finleyville 
Oil  and  Gas  Company. 


Q.  Isn’t  it  further  a  fact  that  at  approximately  that 
time  or  on  that  date  Equitable  took  an  option  to  buy  cer¬ 
tain  properties  at  the  price  which  had  been  paid  by  Fipley- 
ville  [473]  and  that  in  consideration  for  the  option  Equi¬ 
table  obligated  itself  to  take  and  pay  for  such  gas  each  year 
to  cover  the  interest  on  Finleyville  Oil  bonds,  other  interest 
charges,  operation  expenses,  6  per  cent  dividends  on  stock, 
depreciation  and  depletion  allowance  at  9  cents  per  Mcf 
of  gas  taken,  with  the  further  provision  that  the  minirbum 
of  such  depreciation  and  depletion  was  to  be  such  that;  the 
cash  thereby  received  would  meet  the  annual  payments  of 
the  principal  on  the  bonds  of  Finleyville?  A.  That  is 
correct.  And  I  might  say  in  connection  with  that  transac¬ 
tion  that  Philadelphia  Company  will  sutler  a  very  substan¬ 
tial  loss.  ! 
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Q.  Did  Equitable  ever  exercise  the  option?  A.  I  am 
not  certain  about  the  option  that  you  refer  to.  The  prop¬ 
erty  was  purchased  by  the  company  on  a  basis  which  in¬ 
volved  the  payment  over  a  period  of  years  of  an  installment 
mortgage,  and  the  Philadelphia  Company  advanced  a  con¬ 
siderable  sum  of  money  in  connection  'with  the  purchase  of 
that  property  which  it  is  now  apparent  will  not  be  repaid. 
I  don’t  recall  the  exact  amount  of  that  loan,  but  it  is  very 
substantial,  in  the  amount  of  $300,000  to  $400,000. 

Q.  Has  that  installment  mortgage  been  satisfied?  A. 
The  installment  mortgage  has  been  satisfied  but  the  loan 
that  I  refer  to  from  the  Finleyville  Company  remains 
unpaid.  In  fact,  I  do  not  believe  that  at  the  present  time 
any  [474]  interest  is  being  paid  on  the  loan.  Such  interest 
was  paid  up  until  a  comparatively  recent  date. 

Q.  What  accounts  for  the  fact,  Mr.  Fleger,  that  there 
is  no  interest  being  charged  on  that  obligation?  A.  The 
property,  as  I  recall  it  offhand,  has  only  a  small  amount  of 
production  left  in  it.  The  payment  of  the  mortgage  which 
makes  it  a  wholly-owned  property  leaves  Philadelphia  Com¬ 
pany  in  a  position  where  it  is  at  liberty  to  insist  upon  the 
payment  of  the  interest,  in  which  case  Equitable  Gas  Com¬ 
pany’s  earnings  would  be  reduced  to  that  extent,  or  it  was 
in  a  position  to  not  insist  upon  the  payment  of  the  interest. 
The  latter  course  w'as  adopted  because  it  is  apparent  now 
on  the  basis  of  an  estimate  of  the  amount  of  gas  that  is  left 
in  that  property  that  the  Philadelphia  Company  is  going 
to  incur  a  substantial  loss  in  connection  with  having  financed 
the  acquisition  of  this  additional  source  of  supply  for  the 
Equitable  Gas  Company,  and  in  view  of  the  fact,  as  I  have 
stressed  here  several  times  in  my  testimony,  that  Equitable 
Gas  Company  and  Finleyville  Gas  and  Oil  Company  are 
wholly-owned  companies,  it  is  immaterial  as  to  which  course 
is  adopted  in  connection  with  the  collection  of  the  interest. 

Q.  With  regard  to  the  agreement  as  to  which  you  spoke 
this  morning  between  Equitable  Gas  and  Philadelphia 
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Company  back  in  July  of  1899,  if  you  discover  a  cppy 
thereof  in  the  files  of  the  company,  would  you  be  kind 
enough  to  produce  it?  [475]  A.  Yes. 

Q.  With  regard  also  to  the  option  as  to  which  we  have 
been  speaking  between  Equitable  and  Finleyville,  the  option 
agreement,  if  a  copy  thereof  is  in  the  files,  will  you  like\yise 
produce  that?  A.  All  right.  j 

Q.  Do  you  know  for  how  long  a  period  of  time  the  obli¬ 
gation  of  Equitable  Gas  in  so  far  as  its  coverage  of  the 
interest,  operation  expenses,  dividends,  depreciation,  and 
depletion  and  so  forth  of  Finleyville  are  concerned,  ran 
under  the  option?  A.  I  don’t  recall  offhand,  Mr.  Gutt- 
mann. 

| 

Q.  Do  vou  know  whether  Equitable  paid  to  the  matur¬ 
ity?  A.  It  did. 

Q.  Do  you  know  whether  Equitable  is  still  obligated 
thereunder?  A.  That  is  a  question  of  the  construction 
of  the  contract,  and  I  think  it  is  open  to  interpretation  i  in 
more  than  one  way. 

Q.  What  interpretation  is  being  given  effect  at  the 
present  time  between  the  companies?  A.  The  practical 
effect  of  the  conduct  of  the  companies  is  to  interpret  it — 
although  no  such  interpretation  has  been  adopted  as  such — 
to  treat  the  contract  as  not  obligating  Equitable  Gas  Com¬ 
pany  to  continue  the  payments  theretofore  [476]  required 
to  be  made  by  it. 

Q.  For  how  long  a  period  has  such  been  the  practice 
indulged  in?  A.  Oh,  for  a  relatively  short  period  of 
time.  The  mortgage  was  paid  off  last  year  some  time,  j 

Q.  And  it  would  be  since  that  date?  A.  That’s  right. 

Q.  In  the  course  of  your  direct  testimony,  Mr.  Fleger, 
I  believe  you  have  already  told  us  the  average  cost  per 
Mcf  for  gas  received  by  Equitable  from  Pittsburgh  Wept 
Virginia  in  1946,  and  I  now  ask  you  whether  you  can  tell 
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us  what  was  the  average  cost  per  Mcf  for  gas  received 
from  the  Inch  lines  by  Equitable  in  1946?  A.  Mr.  Gutt- 
mann,  I  don’t  think  the  price  that  is  being  paid  for  Big 
Inch  gas  today  means  a  darn  thing.  As  you  know,  the  Big 
Inch  line - 

Q.  I  wonder,  Mr.  Fleger — I  don’t  want  to  be  rude — 
whether  you  can  answer  the  question  and  then  explain  your 
answer  or  place  any  other  statement  in  the  record  that  you 
desire.  I  would  like  an  answer  to  the  question.  A.  I  am 
answering  the  question  the  only  way  I  know  how  and  the 
only  way  I  think  is  not  misleading.  The  Big  Inch  line  is 
being  operated  at  the  present  time  by  the  Tennessee  Gas 
and  Transmission  Company  under  a  purely  temporary 
arrangement — in  fact,  it  is  being  operated  by  that  company 
because  it  was  [477]  not  included  among  those  that  were 
bidders  on  the  line.  The  arrangement  is  to  expire  on  April 
1,  and,  as  I  have  already  testified,  due  to  the  fact  that  the 
new  owners  of  the  Big  Inch  line  will  have  to  build  substan¬ 
tial  compressor  station  facilities  in  connection  with  the  line 
in  order  to  operate  it  on  a  permanent  basis,  there  is  no 
information  presently  available  as  to  the  price  at  which  the 
Equitable  Gas  Company  can  buy  gas  from  that  line  on  a 
permanent  basis.  In  fact,  the  only  price  that  has  been  men¬ 
tioned  in  so  far  as  the  Equitable  Gas  Company  is  concerned 
is  32  cents  per  1000  cubic  feet.  Having  said  that,  I  will 
agree  that  the  price  which  Equitable  Gas  Company  is  now 
paying  for  this  Big  Inch  gas  is  23  cents  per  1000  cubic  feet. 

Q.  Is  that  the  same  price  that  was  paid  by  Equitable 
for  Inch  gas  in  1946?  A.  It  is. 

Q.  You  say  the  only  price  that  has  been  mentioned  for 
future  and  possibly  permanent  supply  from  that  source  is 
32  cents  per  Mcf?  A.  That  is  the  only  price  that  has  been 
mentioned  so  far  as  the  Equitable  Gas  Company  is  con¬ 
cerned. 

Q.  Who  mentioned  that  price,  Mr.  Fleger?  A.  That 
price  was  mentioned  to  Mr.  D.  P.  Hartson,  vice  president 
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and  general  manager,  by  Mr.  Holly  Poe,  who  is  president 
of  the  new  organization  that  was  the  highest  bidder  [478] 
on  the  Big  Inch  line.  I  do  not  mean  to  say  that  Mr.  Poe 
indicated  that  that  would  be  the  price,  but  it  is  the  bnly 
price  that  has  been  mentioned. 

j 

Q.  On  what  basis  was  that  price  quoted?  A.  It  was 
quoted  on  the  basis  of  Equitable  Gas  Company  having  to 

take  all  of  its  gas  on  a  100  per  cent  load  factor  basis,  j 

i 

Q.  How  recently  was  that  quote  given?  A.  Within 
the  past  two  months.  j 

Q.  Was  that  before  or  after  the  bid  was  awarded? 
A.  After. 

i 

Q.  Would  that  indicate  the  prospect  of  a  possible  larger 
supply  from  the  Inch  lines  on  that  basis?  A.  As  I  tes¬ 
tified  on  direct  examination,  Mr.  Guttmann,  there  is  no 
concrete  information  available  as  to  what  amount  of  gas 
the  Equitable  Gas  Company  will  be  able  to  buy  from  Big 
Inch  and  what  price  it  would  have  to  pay  for  that.  The 
thing  is  entirely  up  in  the  air. 

Q.  Are  conferences  being  held  at  the  present  time? 
A.  They  are. 

i 

The  Examiner:  What  is  the  pressure  of  the  gas 
currently  as  coming  to  you  from  the  Big  Inch  ?  j 

The  Witness:  I  am  not  prepared  to  say,  and  of 
course  there  again  the  pressure  is  subject  to  change 
when  the  line  is  put  on  a  permanent  basis.  j 

[479]  The  Examiner:  I  understand  that,  but  you 
don’t  know  what  the  pressure  is  at  the  present  time? 

The  Witness:  No,  I  do  not. 

The  Examiner:  It  is  probably  very  low?  j 

The  Witness:  That  would  be  my  impression,  Mr. 
Examiner,  because  the  line  was  not  equipped  with 
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the  necessary  compressor  station  facilities  to  handle 
natural  gas. 

By  Mr.  Guttmann: 

Q.  I  am  not  certain  whether  in  your  direct  testimony 
you  did  tell  us — if  you  did,  I  hope  you  will  call  it  to  my 
attention— the  cost  per  Mcf  to  Kentucky  West  Virginia  Gas 
Company  for  the  gas  which  it  produces,  if  that  figure  is 
available.  A.  Let  me  be  sure  I  understand  you. 

Q.  The  cost  of  production  on  an  Mcf  basis  to  Kentucky 
West  Virginia.  A.  That  is  the  cost  to  it  of  delivering 
the  gas  it  sells  to  all  of  its  customers? 

Q.  That  is  right,  sir.  A.  Reduced  to  an  Mcf  average 
cost? 

Q.  That  is  right,  sir.  A.  No,  I  didn’t  testify  to  any 
such  figure  and  I  don’t  have  such  a  figure  available. 

Q.  Would  the  records  of  the  company  disclose  such  a 
figure  on  inspection,  do  you  believe?  A.  Veil,  possibly 
such  a  figure  could  be  computed.  I  [480]  have  never  heard 
of  one  being  computed  for  any  purpose  and  I  wouldn’t  be 
prepared  to  say  what  infirmities  there  would  be  in  using 
any  figure  for  any  specific  purpose.  I  did  testify — and 
this  may  be  what  you  had  in  mind,  Mr.  Guttmann — as  to 
what  average  price  Pittsburgh  and  West  Virginia  Gas  Com¬ 
pany  and  Louisville  Gas  and  Electric  Company  paid  in 
1946  for  the  gas  which  they  purchased  from  Kentucky  West 
Virginia  Gas  Company. 

Q.  That  is  right.  I  am  aware  of  that  testimony  in  the 
record.  Would  you  be  kind  enough  to  ascertain  between 
this  hearing  and  the  continued  hearing,  if  available  from 
the  records  of  the  company,  what  is  the  cost  per  Mcf  of  the 
production  of  Kentucky  West  Virginia?  A.  I  will  under¬ 
take,  Mr.  Guttmann,  to  investigate  that  matter.  I  wouldn’t 
promise  to  produce  any  such  figure. 
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Q.  X  would  appreciate  your  doing  so  and  reporting  your 
conclusions,  whatever  they  may  be.  A.  Very  well. 

Q.  Similarly,  I  wonder  whether  you  can  obtain  for  us 
on  an  Mcf  basis  the  transmission  cost  of  Equitable  Gas 
Company  for  gas  transmitted  from  state  line  to  Pittsburgh 
City  gates.  A.  Again,  Mr.  Guttmann,  I  wouldn’t  be  pre¬ 
pared  to  say  whether  it  would  be  feasible  to  make  an  allo¬ 
cation  of  those  costs.  We  have  never  had  occasion  to  make 
such  an  allocation. 

i 

Q.  With  the  understanding  that  you  will  look  into 
the  matter  and  report  back,  would  that  be  satisfactory? 
[481]  A.  Yes.  j 

Q.  Do  you  know  the  city  gate  rate  of  Peoples  Natural 
Gas  at  Pittsburgh?  A.  You  mean  the  rate  that  they  pay 
Hope  Natural  Gas  Company  for  gas  delivered  at  the  state 
line? 

j 

Q.  No,  sir,  that  is  the  state  line  rate.  I  am  referring  to 
the  city  gate  rate  up  at  Pittsburgh  itself.  A.  No. 

Q.  Do  you  know  the  city  gate  rate  of  Manufacturers 
Light  and  Heat  Company?  A.  No. 

i 

Q.  W'ould  you  discuss  briefly  for  the  record,  Mr.  Fleger^ 
the  terms  of  the  merger  between  Equitable  Gas  and  Monon.4 
gahela  Gas?  A.  Unfortunately,  I  don’t  happen  to  have 
in  my  mind  at  the  moment,  Mr.  Guttmann,  the  details  of 
how  that  merger  was  effected.  j 

Q.  Would  you  be  good  enough  to  look  into  those  details; 
and  report  back  at  a  subsequent  hearing  thereon?  A. 
Yes.  i 

Q.  Does  Equitable  Gas  Company  own  any  of  the  secu-; 
rities  of  other  system  companies?  A.  It  does  not,  Mr. 

Guttmann.  i 

| 

Q.  Is  Equitable  Gas  presently  obligated  under  any  ex¬ 
isting  leases  other  than  the  lease  from  Philadelphia  Com-; 
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pany  [482]  and  possibly  the  Finleyville  arrangement  that 
we  discussed  this  morning?  A.  You  mean  leases  with 
companies  in  the  system? 

Q.  That  is  right,  sir.  A.  No. 

Q.  In  the  course  of  your  direct  testimony,  it  is  my  recol¬ 
lection  that  you  referred  to  certain  estimates  of  the  life  of 
gas  reserves  of  this  and  other  gas  companies  in  the  system 
and  I  think  you  said  that,  for  example,  the  estimated  life 
of  the  Kentucky  West  Virginia  Gas  field  was  thirty  to 
thirty-five  years,  Mr.  Fleger.  By  whom  were  these  esti¬ 
mates  made?  A.  In  fact,  the  Kentucky  West  Virginia 
Gas  Company  reserves  were  the  only  ones  as  to  which  I 
expressed  or  gave  any  figures  as  to  estimated  life,  and  it 
is  true  that  I  said  that  it  is  estimated  that  the  life  of  those 
reserves  range  from  thirty  to  thirty-five  years.  That  is 
based  upon  figures  compiled  by  independent  geologists  and 
by  company  geologists  and  engineers. 

Q.  How  recently,  sir?  A.  I  was  going  to  explain. 

The  Kentucky  West  Virginia  Gas  Company,  being  al¬ 
most  entirely  a  producing  natural  gas  company  and  the 
main  source  of  supply  of  gas  for  Pittsburgh  and  West  Vir¬ 
ginia  and  Equitable  Gas  Company,  in  1942  the  company 
inaugurated  the  policy  of  making  a  yearly  study  of  the  de¬ 
pletion  in  its  gas  reserves.  This  study  [483]  is  being  made 
for  the  purpose,  among  others,  of  determining  what  is  the 
appropriate  rate  to  charge  for  depletion  in  each  year.  In 
connection  with  this  study  an  estimate  is  made  in  the  light 
of  experience  in  the  past  and  the  preceding  year  of  the 
amount  of  reserves  remaining  in  the  properties  owned  or 
leased  by  the  company.  The  estimate  that  I  speak  of  is 
computed  by  applying  to  those  reserves  an  estimated  de¬ 
mand  upon  it  from  its  customers,  principally  Pittsburgh 
and  West  Virginia  Gas  Company  and  Louisville  Gas  and 
Electric  Company. 

Q.  Have  any  estimates  been  made  of  the  reserves  in  the 
Pennsylvania  fields  of  Philadelphia  Company  and  Equi- 
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table  properties?  A.  The  last  estimate  that  was  made 
by  independent  geologists  in  connection  with  the  Pennsyl¬ 
vania  fields  and  the  West  Virginia  fields  was  incident  to 
the  refunding  of  the  bonds  of  Philadelphia  Company  in  the 
year  1941,  and  at  that  time  an  estimate  was  made  also  by 
the  company  geologists  and  engineers.  The  life  of  the 
Pennsylvania  and  West  Virginia  reserves  are  materially 
less  than  the  life  of  the  Kentucky  reserves,  but  the  life!  of 
the  Kentucky  reserves  is  based,  the  estimated  life  of  the 
Kentucky  reserves  that  I  referred  to  is  based  upon  other 
things:  Upon  the  estimated  depletion  in  the  Pennsylvania 
and  West  Virginia  fields  and  the  extent  to  which  Equitable 
Gas  Company  and  Pittsburgh  and  West  Virginia  Gas  Com¬ 
pany  would  have  to  look  to  a  greater  extent  to  Kentucky 
West  Virginia  [484]  Gas  Company  for  its  supply  of  gas. 

Q.  Well,  now,  when  the  estimates  were  last  made  in  the 
Kentucky  field,  was  consideration  given  to  the  then  exist¬ 
ing  drain  upon  the  field  by  both  Equitable — indirectly,  iof 
course,  through  Pittsburgh  West  Virginia — and  Louis¬ 
ville?  A.  Oh,  yes.  In  fact,  the  situation  as  to  Louis¬ 
ville  has  changed  materially  in  that,  whereas  Louisville  |at 
that  time  was  taking  practically  all  of  its  gas  from  Ken¬ 
tucky  West  Virginia  Gas  Company,  it  has  since  made  a 
contract  with  the  Tennessee  Gas  and  Transmission  Com- 

I 

pany  to  take  over  10  million  cubic  feet  of  gas  per  day  on 
a  100  per  cent  load  factor  basis,  and  that  has  reduced 
materially  the  estimated  demand  from  Louisville  Gas  and 
Electric  Company.  j 

Q.  Will  that  have  any  effect  upon  the  estimated  life  of 
the  reserves  ?  A.  In  using  the  30  to  35-vear  figure  I 
have  considered  that  the  factor  is  counterbalanced  by  the 
demand  from  Pittsburgh.  I  think,  if  anything,  the  develop¬ 
ment  in  the  Louisville  situation  I  refer  to  makes  the  esti¬ 
mate  fairly  conservative. 

I 

Q.  Could  you  provide  for  the  record,  Mr.  Fleger,  the 
total  Mcf  of  reserves  for  all  of  the  properties  as  of  Decem- 
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ber  31,  1946?  A.  I  can  do  that  very  readily  for  Ken¬ 
tucky  West  Virginia  Gas  Company.  There  may  be  a  little 
bit  of  time  required  in  supplying  the  figures  for  Pittsburgh 
West  Virginia  Gas  Company  [485]  and  Equitable,  but  it 
can  be  done. 

Q.  Thank  you ;  and  will  you  provide  it  as  soon  as  avail¬ 
able?  A.  Yes,  I  will. 

Q.  Now,  passing  for  the  moment  to  Pittsburgh  and  West 
Virginia  Gas  Company  in  our  discussion,  Mr.  Fleger,  am  I 
correct  in  my  recollection  that  this  company  was  incorpo¬ 
rated  under  the  name  of  the  Fairmont  and  Grafton  Gas 
Company  on  March  12,  1894?  A.  It  was. 

Q.  And  the  original  charter  stipulated  some  powers 
which  included  the  right  also  to  engage  in  water,  telephone, 
telegraph,  electric  light  and  even  in  the  ice  business,  isn’t 
that  so  ?  A.  I  believe  that  is  so. 

Q.  Do  you  know  whether  anywhere  in  the  corporate 
history  of  the  company  either  Fairmont  and  Grafton  Gas 
Company  or  its  successor  title,  Pittsburgh  and  West  Vir¬ 
ginia  Gas  Company,  engaged  in  water,  telephone,  telegraph, 
electric  light  or  ice  business?  A.  I  have  no  present  rec¬ 
ollection  of  it  having  done  so  and,  if  it  did,  it  certainly  was 
not  on  any  substantial  scale. 

Q.  Now,  on  January  5,  1906,  there  was  a  reorganization 
of  the  board  of  directors  of  this  company  due  to  Philadel¬ 
phia  Company’s  acquisition  of  controlling  interest,  isn’t 
that  right?  [486]  A.  Philadelphia  Company  did  acquire 
control  at  that  time  and  I  assume  that  in  accordance  with 
it  there  was  a  reorganization  of  the  board,  yes. 

Q.  And  on  July  29,  1914,  Pittsburgh  and  West  Virginia 
Gas  Company  acquired  certain  pipe  lines,  compressor  sta¬ 
tions,  leaseholds  and  other  property  located  in  the  State  of 
West  Virginia  from  the  Philadelphia  Company  of  West 
Virginia,  is  that  not  so  ?  A.  That  is  right. 
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Q.  Would  you  tell  us  briefly  what  is  or  was  Philadelphia 
Company  of  West  Virginia?  A.  The  Philadelphia  Com¬ 
pany  of  West  Virginia  was  organized  about  a  year  or  so 
after  Philadelphia  Company  first  expanded  its  gas  business 
into  the  State  of  West  Virginia  in  the  year  1894  in  an  effort 
to  secure  additional  supplies  of  gas  in  view  of  the  extent 
to  which  the  Pennsylvania  fields  were  being  depleted.  i  The 
Philadelphia  Company  of  West  Virginia  was  organized  for 
the  purpose  of  taking  over  and  operating  the  West  Virginia 
properties  that  were  designed  to  supply  gas  to  the  Pitts¬ 
burgh  operations  of  the  companies  in  the  Philadelphia  Com¬ 
pany  group. 

Q.  Now,  when  in  1914,  Pittsburgh  and  West  Virginia 
Gas  Company  acquired  these  properties  from  Philadelphia 
Company  of  West  Virginia,  the  consideration  for  the  ac¬ 
quisition  was  27,000  shares  of  $100  par  value  capital  stock, 
was  it  not?  [487]  A.  I  believe  it  is  correct. 

Q.  And  is  it  not  further  a  fact  that  about  two  days 
later,  on  July  31, 1914,  Pittsburgh  and  West  Virginia  leased 
all  of  the  remaining  property  of  the  Philadelphia  Company 
of  West  Virginia  for  a  rental  of  $100,000  per  annum?  A. 
That  is  correct. 

Q.  Am  I  also  correct  that  Philadelphia  Company  of 
West  Virginia  was  dissolved  on  December  28,  1928?  j  A. 
It  was. 

Q.  And  can  you  tell  us  whether  the  $100,000  per  annum 
of  rental  from  Pittsburgh  and  West  Virginia  Gas  Company 
to  Philadelphia  Company  of  West  Virginia  was  charged 
during  each  of  the  years  1914  through  1928?  A.  I  would 
like  to  verify  that  fact  before  expressing  any  opinion  as  to 
whether  the  rent  was  charged  in  that  precise  amount  e^ch 
year. 

Q.  And  will  you  be  kind  enough  to  verify  that  and  also 
whether  the  amount  was  paid  or  any  part  thereof  during 
those  years?  A.  Yes. 
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Q.  Now,  on  November  27,  and  November  28,  of  1928, 
Pittsburgh  and  West  Virginia  Gas  Company  purchased  all 
of  the  stock,  comprising  20,000  shares,  of  Philadelphia  Com¬ 
pany  of  West  Virginia  from  Philadelphia  Company,  did  it 
not?  A.  It  did. 

[488]  Q.  And  do  you  know  what  was  the  par  value  of 
the  capital  stock  for  Philadelphia  Company  of  West  Vir¬ 
ginia  so  purchased?  A.  The  par  value  of  that  stock  was 
$50  a  share. 

Q.  And  the  consideration  for  the  purchase  was  capital 
stock  for  Pittsburgh  and  West  Virginia  Gas  Company,  was 
it  not?  A.  It  was. 

Q.  And  can  you  tell  us  what  was  the  stated  value  of  that 
capital  stock  for  Pittsburgh  and  West  Virginia?  A.  It 
was  no  par  stock.  I  cannot  say  at  the  moment  what  the 
stated  value  was  applicable  to  that  stock. 

Q.  Will  you  endeavor  to  ascertain  that  and  report  it 
back?  A.  Yes. 

Q.  Now,  will  you  tell  us  briefly  something  about  the 
history  of  Pittsburgh  and  West  Virginia  Pipe  Line  Com¬ 
pany?  A.  The  Pittsburgh  and  West  Virginia  Pipe  Line 
Company  was  organized  under  the  laws  of  the  State  of 
West  Virginia  about  the  year  1926  for  the  purpose  of 
constructing  a  transmission  line  from  a  point  in  the  State 
of  Kentucky  to  a  point  of  connection  with  the  lines  of  the 
Pittsburgh  and  West  Virginia  Gas  Company  in  northern 
West  Virginia.  The  purpose  of  the  line  was  to  carry  gas 
from  the  new  producing  fields  which  were  then  being 
acquired  in  eastern  Kentucky  to  the  City  of  Pittsburgh. 
When  plans  for  the  construction  of  this  line  had  been 
virtually  completed  the  United  Fuel  Gas  Company,  a  sub¬ 
sidiary  [489]  of  the  Columbia  Gas  and  Electric  Company, 
which  has  no  affiliations  with  any  of  the  companies  in  the 
Philadelphia  Company  group,  made  a  proposal  to  the 
Pittsburgh  and  West  Virginia  Gas  Company  whereby  it 
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undertook  to  exchange  gas  in  the  State  of  "West  Virginia 
for  gas  delivered  in  Kentucky  to  the  United  Fuel  Gas 
Company’s  subsidiary,  Warfield  Natural  Gas  Company. 
The  Pittsburgh  and  West  Virginia  Gas  Company  satisfied 
itself  that  on  the  basis  of  the  quantities  of  gas  estimated 
to  be  exchanged  and  the  prices  proposed  therefor,  that  it 
would  be  more  economical  to  obtain  the  Kentucky  gas  by 
means  of  this  exchange  which  I  have  explained  in  my 
direct  testimony  rather  than  through  the  construction  of 
the  projected  pipe  line.  The  pipe  line  project  was  therefore 
abandoned.  In  fact,  all  of  the  pipe  had,  I  believe,  been 
actually  purchased  and  this  pipe  was  taken  over  at  a  price 
by  United  Fuel  Gas  Company.  The  Pittsburgh  and  West 
Virginia  Pipe  Line  Company,  which  subsequently  became 
known  as  Kentucky  West  Virginia  Gas  Company,  acquired 
in  the  following  year  the  properties  in  eastern  Kentucky 
owned  by  the  Ivyton  Oil  and  Gas  Company,  a  subsidiary 
of  Louisville  Gas  and  Electric  Company,  the  properties 
acquired  by  Mr.  Graff,  as  trustee,  in  eastern  Kentucky, 
and  the  properties  acquired  in  West  Virginia  by  a  Mr. 
Morrison,  as  trustee.  In  that  year  Kentucky  West  Virginia 
Gas  Company  commenced  operations  as  a  producing  com¬ 
pany  in  eastern  Kentucky  and  in  subsequent  years  the 
properties  acquired  in  the  State  of  West  [490]  Virginia 
were  either  sold  or  abandoned,  so  that  today  its  operations 
are  conducted  entirely  in  the  State  of  Kentucky.  I  believe 
that  I  have  explained  already  in  my  direct  testimony  the 
present  contract  between  Pittsburgh  and  West  Virginia 
Gas  Company  and  the  United  Fuel  Gas  Company  providing 
for  the  exchange  of  gas  and  the  fact  that  this  contract 
contains  a  right  on  the  part  of  Pittsburgh  and  West  Vir¬ 
ginia  Gas  Company  to  terminate  it  on  relatively  short 
notice,  so  that  the  company  is  in  a  position  to  discontinue 
obtaining  its  gas  through  the  exchange  agreement  if  it 
should  become  apparent  that  it  would  be  more  economical 
to  obtain  the  Kentucky  gas  by  means  of  a  pipe  line  ownied 
by  one  company  or  another  in  the  Philadelphia  Company 
system. 
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Q.  In  the  course  of  your  answer  you  named  two  indi¬ 
viduals  as  trustees  from  whom  certain  properties  were 
acquired.  What  was  the  nature  of  their  trusteeship  1  A. 
As  I  explained  in  direct  testimony,  after  the  gas  shortage 
scare  in  the  20 ’s,  Philadelphia  Company  began  to  investi¬ 
gate  the  possibility  of  obtaining  additional  sources  of  supply 
and  Mr.  J.  H.  Newlon,  the  geologist  of  Equitable  Gas 
Company  and  Pittsburgh  and  West  Virginia  Gas  Company, 
made  some  extensive  investigations,  including  investiga¬ 
tion  of  the  eastern  Kentucky  fields.  Mr.  Newlon  made  a 
report  some  time  prior  to  1926,  in  which  he  expressed  the 
opinion  that  the  Big  Sandy  Pool  and  the  pool  generally 
in  eastern  Kentucky  held  [491]  forth  promise  of  sub¬ 
stantial  natural  gas  production  and  he  recommended  the 
acquisition  of  acreage  in  that  area.  When  Philadelphia 
Company  undertook  to  acquire  these  properties  in  eastern 
Kentucky,  Louisville  Gas  and  Electric  Company,  a  sub¬ 
sidiary  of  Standard  Gas  and  Electric  Company,  and  there¬ 
fore  an  affiliate  of  Philadelphia  Company,  called  attention 
to  the  fact  that  it  had  natural  gas  producing  properties  in 
eastern  Kentucky  and  suggested  that  it  would  be  to  the 
best  interests  of  the  Louisville  and  the  Pittsburgh  prop¬ 
erties  if  the  production  activities  were  conducted  on  a  joint 
basis.  Mr.  Graff  and  Mr.  Morrison  were  used  as  a  means  of 
acquiring  the  additional  acreage  and  leaseholds  that  Phila¬ 
delphia  Company  thought  were  necessary  to  enable  the 
operation  in  eastern  Kentucky  to  meet  its  requirements,  as 
well  as  those  of  the  Louisville  Gas  and  Electric  Company. 
As  I  also  stated  in  my  direct  testimony,  the  eastern 
Kentucky  fields  were  in  a  relatively  early  stage  of  de¬ 
velopment  and  the  properties  were  obtained  on  what  now 
appears  to  be  a  very  economical  cost,  but  I  should  like  to 
point  out,  however,  that  the  knowledge  of  the  results  to  be 
obtained  from  the  operation  of  those  properties  was  far 
from  certain,  and  this  is  evidenced  by  the  fact  that  when 
the  Kentucky  and  West  Virginia  Gas  Company  was  or¬ 
ganized  as  a  joint  property  of  Louisville  Gas  and  Electric 
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Company  and  Philadelphia  Company,  the  Louisville  Gas 
and  Electric  Company,  calling  attention,  to  the  fact  that 
it  had  pioneered  in  east  Kentucky,  [492]  that  it  had  a 
supply  of  gas  and  that  it  was  the  Philadelphia  Company 
that  was  seeking  additional  sources  of  supply,  suggested 
that  it  be  issued  first  preferred  stock  and  Philadelphia 
Company  second  preferred  stock.  This  was  predicated 
upon  the  insistence  of  Louisville  Gas  and  Electric  Company 
that  the  return  which  it  theretofore  had  been  receiving  on 
its  gas  properties  be  not  jeopardized  by  its  being  included 
in  the  joint  enterprise.  This,  of  course,  makes  it  clear 
that  the  parties  recognized  that  there  -was  at  that  date 
question  as  to  whether  the  company’s  operations  would 
permit  of  a  payment  of  a  dividend  on  the  second  preferred 
stock,  let  alone  the  common  stock,  of  which  60  per  cent  was 
eventually  issued  to  Philadelphia  Company  and  40  per  Cent 
was  eventually  issued  to  Louisville  Gas  and  Electric  Com¬ 
pany. 

[493]  Q.  Were  either  of  the  trustees,  Mr.  Morrison  or 
Mr.  Graff,  affiliated  with  any  of  the  Philadelphia  Company 
system  companies  ?  A.  Mr.  Morrison  and  Mr.  Graff  were 
associated  with  Standard  Gas  and  Electric  Company  at  that 
time. 

j 

Q.  When  Pittsburgh  &  West  Virginia  Pipe  Line  Com¬ 
pany  was  formed  in  1926,  it  thereafter  entered  into  a  con¬ 
tract  with  Byllesby  Engineering  and  Management  Corpora¬ 
tion  for  the  building  of  a  pipe  line,  did  it  not?  A.  Yes,  it 
did,  and  that  is  the  project  that  was  never  carried  forward 
that  I  referred  to. 

Q.  Was  any  expense  incurred  by  Pittsburgh  and  West 
Virginia  Pipe  Line  Company  on  that  contract?  A.  I 
don’t  recall. 

Q.  Would  you  be  able  to  ascertain  that  and  report  back 
upon  it?  A.  Yes.  | 

Q.  Were  there  any  subsequent  attempts  on  the  part  of 
any  of  the  companies  in  the  Philadelphia  Company  chain  to 
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construct  a  pipe  line  from  the  gas  fields  in  Kentucky  up  to 
Cedarville  or  any  point  on  the  line  of  Pittsburgh  and  West 
Virginia?  A.  I  don’t  like  the  word  attempts,  Mr.  Gutt- 
mann. 

Q.  I  will  be  perfectly  willing  to  substitute  “effort.” 
A.  We  considered  the  construction  of  a  line  at  a  later  date. 

[494]  Q.  When  was  that?  A.  That  arose  in  this 
fashion :  The  contract  that  was  made  with  the  United  Fuel 
Gas  Company  that  I  referred  to  was  to  expire  in  1941, 1  be¬ 
lieve,  and  in  the  years  immediately  preceding  that  the  vol¬ 
umes  of  gas  purchased  by  Pittsburgh  &  West  Virginia  Gas 
Company  from  Kentucky  West  Virginia  Gas  Company  had 
increased  appreciably  over  the  volumes  purchased  in  the 
earlier  years  when  the  original  exchange  agreement  with 
the  United  Fuel  Gas  Company  was  entered  into.  The  Pitts¬ 
burgh  &  West  Virginia  Gas  Company  did  not  consider  that 
the  rates  prescribed  in  the  old  contract  for  the  exchange  of 
gas  in  volumes  that  were  being  purchased  in  1940  were 
reasonable  and  the  company  satisfied  itself  that  if  it  was  to 
be  required  to  continue  to  pay  those  rates,  that  it  would  be 
more  economical  to  construct  a  line  from  Kentucky  to 
point  of  connection  with  the  lines  of  Pittsburgh  &  West 
Virginia  Gas  Company.  Plans  were  laid  for  this  and  the 
program  laid  out.  Kentucky  West  Virginia  Gas  Company 
was  to  construct  a  portion  of  the  line  that  was  located  or  to 
be  located  in  Kentucky  and  Pittsburgh  &  West  Virginia  Gas 
Company  was  to  construct  the  portion  of  the  line  in  the 
State  of  West  Virginia.  During  the  process  of  working  out 
the  program  for  construction  of  this  line,  United  Fuel  Gas 
Company  again  made  overtures  to  Pittsburgh  &  West  Vir¬ 
ginia  Gas  Company  to  enter  into  an  exchange  agreement 
which  United  Fuel  contended  would  provide  a  more  eco¬ 
nomical  means  of  obtaining  the  Kentucky  gas.  As  a  result, 
negotiations  [495]  ensued  in  which  United  Fuel  Gas  Com¬ 
pany  made  several  proposals  for  reductions  in  the  rates 
which  it  charged  for  exchanging  gas.  The  last  reduction 
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that  was  proposed  was  made  a  very  short  time  before  Pitts¬ 
burgh  &  West  Virginia  Gas  Company  was  to  exercise  its 
option  to  purchase  the  necessary  pipe.  When  it  became 
apparent  that  under  the  rates  provided  by  United  Fuel  Gas 
Company  that  the  Kentucky  gas  could  be  brought  to  Pitts¬ 
burgh  more  cheaply  than  through  means  of  the  proposed 
line,  the  project  was  abandoned,  but  I  would  like  to  stress 
again  that  care  was  taken  to  insert  a  provision  in  the  new 
exchange  agreement  which  is  to  run  for  a  period  of  20  years 
from  1941,  which  gives  to  Pittsburgh  &  West  Virginia  Gas 
Company  the  right  on  relatively  short  notice  to  terminate 
the  exchange  contract,  this  provision  being  inserted  for  the 
express  purpose  of  enabling  Pittsburgh  &  West  Virginia 
Gas  Company  to  discontinue  the  exchange  of  gas  at  any  time 
that  it  becomes  apparent  that  it  would  be  more  economical 
to  obtain  the  Kentucky  gas  via  a  pipe  line  owned  and  oper¬ 
ated  by  a  company  in  the  Philadelphia  Company  system. 

i 

There  is  pending  at  the  present  time  litigation  which 
bears  upon  this  very  question  because  under  the  present 
exchange  agreement  there  are  two  schedules  of  charges: 
one,  charges  for  what  is  called  primary  exchange  of  gas; 
that  is,  generally  speaking,  gas  which  United  Fuel  Gas 
Company  can  deliver  to  Pittsburgh  &  West  Virginia  Gas 
Company  in  exchange  without  [496]  having  to  transport 
the  gas  from  United  Fuel’s  Kenova  station  to  its  Cbbb 
station.  The  secondary  rates  which  call  for  higher  charges 
are  applicable  to  gas  which  United  Fuel  Gas  Company  has 
to  transport  from  Kenova  to  Cobb.  In  the  past  year  or  so 
United  Fuel  Gas  Company  has  called  upon  Pittsburgh  & 
West  Virginia  Gas  Company  to  pay  certain  secondary 
charges  for  gas  exchanged.  Pittsburgh  &  West  Virginia 
Gas  Company  refuses  to  recognize  that  any  secondary  Ex¬ 
change  has  taken  place,  and  in  order  to  dispose  of  this 
question,  it  caused  a  suit  for  declaratory  judgment  to  be 
brought  in  the  West  Virginia  courts  against  the  Unitpd 
Fuel  Gas  Company.  That  suit  is  now  pending.  If  the  con¬ 
tract  should  be  construed  as  permitting  United  Fuel  Gas 
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Company  to  make  any  substantial  secondary  exchange 
charges  against  Pittsburgh  &  West  Virginia  Gas  Com¬ 
pany,  I  think  it  is  a  foregone  conclusion  that  the  whole 
question  of  the  construction  of  the  pipe  line  from  Kentucky 
to  northern  West  Virginia  will  be  reopened.  It  is  the  pur¬ 
pose  of  Pittsburgh  &  West  Virginia  Gas  Company  and 
Equitable  Gas  Company  and  Kentucky  West  Virginia  Gas 
Company  to  utilize  whatever  means,  whether  by  exchange 
agreement  or  pipe  line  or  otherwise,  is  the  most  economical 
means  of  bringing  the  Kentucky  supply  of  gas  to  Pittsburgh. 

[Recess  followed  by  the  appearance  of  certain  stock¬ 
holders  of  Philadelphia  Company.] 

[497]  By  Mr.  Guttmann: 

Q.  I  am  not  quite  certain,  Mr.  Fleger,  as  to  whether  or 
not  the  record  at  this  particular  time  discloses  one  fact 
that  I  think  it  should,  and  that  is  whether  or  not  the  ex¬ 
change  agreement  between  the  system  companies  and 
United  provides  for  [498]  delivering  to  Pittsburgh  &  West 
Virginia  of  the  same  quantity  of  gas  less  line  losses  as  it 
receives  from  Kentucky- West  Virginia,  and  by  that  I  mean 
not  necessarily  the  same  gas.  A.  It  provides  for  the  de¬ 
livery  of  the  same  quantity  of  gas.  I  do  not  believe  that  it 
provides  for  the  same  quantity  less  line  losses,  because 
Kentucky,  you  see,  of  course,  is  required  under  the  ex¬ 
change  agreement  to  turn  over  certain  gas  to  United  Fuel 
through  its  facilities  in  Kentucky. 

Q.  Is  the  gas  all  of  the  same  Btu  content,  that  pro¬ 
vided  by  Kentucky  and  that  received  by  Pittsburgh  &  West 
Virginia?  A.  There  are  provisions  in  the  contract  with 
respect  to  the  gas  to  be  delivered.  As  to  what  the  situation 
is  today,  I  am  not  prepared  to  say  in  detail,  because  I  do 
not  know  how  much,  if  any,  Tennessee  gas  is  included  in 
the  gas  now  being  delivered  by  United  Fuel  to  Pittsburgh  & 
West  Virginia  Gas  under  the  exchange  agreement. 
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Q.  What  would  be  the  effect  of  such  an  inclusion?  A. 
The  extent  to  which  Tennessee  gas  is  delivered  to  Pitts¬ 
burgh  &  West  Virginia  has  the  effect  of  lowering  the  Btu 
content,  but  you  will  recall  from  the  figures  which  I  intro¬ 
duced  last  week  that  Equitable  Gas  Company  distributes 
gas — it  did  last  year — which  has  a  higher  Btu  content  than 
any  of  the  other  companies  operating  in  the  Pittsburgh 
district. 

Q.  You  have  told  us  about  the  several  projected  con¬ 
structions  of  pipe  line  to  connect  the  Kentucky  field  with 
the  [499]  Pittsburgh  &  West  Virginia  lines.  What  would 
be  the  latest  estimate  of  construction  costs  that  you  would 
have  in  your  files  or  records?  A.  The  latest  estimates  of 
construction  costs  would  be  those — that  is  complete  esti¬ 
mates — which  were  made  in  1940  or  thereabouts. 

I 

Q.  Subsequently  you  have  had  what  you  would  tertn 
incomplete  estimates?  A.  Well,  naturally,  in  view  of  the 
contract  between  Pittsburgh  &  West  Virginia  Gas  Company 
and  United  Fuel  Gas  Company  the  matter  of  construction 
of  a  line  to  Kentucky  is  the  subject  of  discussion  from  time 
to  time  and  there  have  been  discussions  of  this  subject. 
Whether  thev  have  resulted  in  formal  estimates  or  studies 
have  been  made,  I  am  not  prepared  to  say.  1 

I 

Q.  But  the  last  formal  estimate  that  you  know  of  at 
this  time  is  that  of  1940,  is  that  right?  A.  Yes,  the  last 
complete  estimate.  j 

i 

Q.  On  what  size  line  wTas  that  estimate  based?  A* 
According  to  mv  recollection  it  was  a  20-inch  line. 

Q.  And  the  approximate  mileage?  A.  Roughly  about 
160  miles. 

Q.  Do  you  know  offhand  what  the  estimated  cost  of  con¬ 
struction  was?  A.  No,  I  would  have  to  look  at  the  rec¬ 
ords  to  verify  that. 


i 
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[500]  Q.  Would  you  be  kind  enough  to  search  for  that 
record  and  provide  it  at  a  subsequent  hearing?  A.  Yes. 

Q.  In  1933  did  not  Pittsburgh  &  West  Virginia  Gas 
Company  purchase  23,000  shares  of  the  common  stock  of 
Equitable  Gas  Company  from  Philadelphia  Company  for 
$230,000?  A.  It  did. 

Q.  And  the  net  worth  of  those  23,000  shares  of  Equitable 
Gas  common  as  of  June  1,  1933,  was  a  deficit  of  $5,295,079, 
was  it?  A.  If  by  net  worth  you  mean  the  worth  as  dis¬ 
closed  by  the  book  figures  of  Equitable  Gas  Company,  yes. 

Q.  At  the  time  such  purchase  was  made,  Pittsburgh  & 
West  Virginia  was  carrying  demand  notes  from  Equitable 
Gas  Company  aggregating  $11,450,000,  was  it  not?  A.  It 
was. 

Q.  Is  it  a  fact  that  Pittsburgh  &  West  Virginia  Gas 
Company  has  loaned  in  past  years  more  than  $27,000,000  to 
Philadelphia  Company?  A.  I  would  have  to  check  the 
records  to  verify  that  figure,  Mr.  Guttmann. 

Q.  Will  you  do  so,  sir?  A.  Yes. 

Q.  Will  you  at  the  same  time  ascertain  whether  all  of 
this  or  any  part  has  been  repaid?  [501]  A.  Yes. 

Q.  As  of  December  31,  1946,  Pittsburgh  &  West  Vir¬ 
ginia  Gas  Company  shows  a  surplus  of  $15,782,748 ;  is  that 
right?  A.  That  is  right. 

Q.  Is  it  not  a  fact,  Mr.  Fleger,  that  the  accumulation  of 
this  large  surplus  is  attributable  to  the  use  of  available 
cash  to  finance  the  operation  of  Equitable  Gas  Company? 
A.  That  surplus  represents  largely  advances  by  Pittsburgh 
&  West  Virginia  Gas  Company  to  Equitable  Gas  Company. 

Q.  Is  it  not  true  that  at  least  up  until  the  year  1934  the 
surplus  cash  accumulations  of  Equitable  from  operations 
and  the  cash  it  had  borrowed  from  Pittsburgh  &  West  Vir¬ 
ginia  Gas  Company  flowed  to  Philadelphia  Company  in  the 
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form  of  rentals  and  payments  covering  depreciation  and 
depletion  of  property  leased  from  Philadelphia  Company? 
A.  Well,  during  the  years  you  referred  to,  Equitable  j  Gas 
Company  paid  such  of  the  rent  that  was  due  under  its  lease 
or  leases  with  Philadelphia  Company  as  it  was  able  to;  pay 
either  through  earnings  or  borrowings.  ! 

Q.  Between  January  1,  1919,  and  December  31,  1927, 
Philadelphia  Company  loaned  $2,350,000  at  6  per  cent  inter¬ 
est  to  Pittsburgh  &  West  Virginia  Gas  Company,  did  it  not? 
A.  Well,  I  wouldn’t  be  able  to  say  it  did  or  didn’t  offhand, 
Mr.  Guttmann.  j 

Q.  Will  you  check  into  that  and  report  back?  [502] 
A.  Yes,  I  will  be  glad  to. 

Q.  Would  you  also  ascertain  for  the  record  whether  or 
not  during  that  same  period  Pittsburgh  &  West  Virginia 
also  made  certain  upstream  loans  to  Philadelphia  Com¬ 
pany?  A.  Yes,  I  will.  i 

Q.  Aside  from  the  securities  of  Equitable  Gas,  does 
Pittsburgh  &  West  Virginia  Gas  Company  own  any  secu¬ 
rities  of  other  system  companies  in  the  Philadelphia  Com¬ 
pany  system  ?  A.  It  does.  It  owns  stock  of  the  Philadel¬ 
phia  Oil  Company  and  it  owns  a  small  block  of  second  pre¬ 
ferred  stock  of  Kentucky  West  Virginia  Gas  Company; 

Q.  Is  Pittsburgh  &  West  Virginia  Gas  Company  obli¬ 
gated  under  any  present  leases  between  system  companies? 
A.  No,  it  is  not.  j 

i 

Q.  In  1942  Pittsburgh  &  West  Virginia  Gas  Company 
incurred  certain  bank  loans,  isn’t  that  so?  A.  It  did.; 

Q.  What  was  the  purpose  of  those  bank  loans?  A. 
The  purpose  of  the  bank  loans  was  to  supply  the  company 
with  cash  to  meet  current  expenses.  All  those  loans  were 
paid  within  a  relatively  short  period  of  time. 

Q.  What  do  you  call  a  relatively  short  period  of  time, 
Mr.  Fleger?  A.  Well,  within  several  years. 
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[503]  Q.  And  can  you  tell  us  the  aggregate  amount  of 
the  bank  loans?  A.  I  will  have  to  check  the  reports  for 
the  exact  figure,  Mr.  Guttmann. 

Q.  Will  you  do  so,  sir?  A.  Yes. 

Q.  Were  those  loans  carrying  maturity  dates  longer 
than  one  year?  A.  They  did  not. 

Q.  What  were  they — nine-months ’  loans?  A.  These 
were  less  than  twelve-months’  loans.  The  precise  period 
I  can’t  recall  offhand. 

Q.  Would  it  have  been  possible  in  1943  for  Philadelphia 
Company  to  purchase  additional  common  stock  of  Pitts¬ 
burgh  and  West  Virginia  Gas  Company  to  provide  it  with 
funds?  A.  The  question  never  arose  because  it  was 
apparent  that  the  need  for  cash  was  temporary,  and  it 
could  be  satisfied  through  the  borrowing  of  money  from 
banks  for  relatively  short  periods  at  a  very  low  interest 
rate. 

Q.  Could  Philadelphia  Company  at  that  time  have 
loaned  the  money  at  a  less  interest  rate  to  Pittsburgh  and 
West  Virginia?  A.  I  wouldn’t  be  prepared  to  say.  Fur¬ 
thermore,  you  have  the  question  of  getting  approvals  of  the 
Securities  and  Exchange  Commission,  and  it  seems  rather 
foolish  to  make  a  [504]  loan  of  that  type  when  it  is  apparent 
that  the  need  for  cash  is  purely  temporary  and  you  could 
borrow  it  in  the  open  market  at  a  very  low  interest  rate. 

Q.  Now,  turning  momentarily —  A.  Do  you  have  the 

figure  on  the  amount  of  the  loans,  Mr.  Guttmann? 

Q.  No,  I  do  not,  sir.  A.  As  I  recall  it,  the  loans  were 
only  about  $400,000  or  $500,000  or  maybe  $600,000  at  the 
most.  I  think  the  interest  rate  was  something  like  l1^ 
per  cent  or  thereabouts.  We  are  not  talking  about  loans 
of  any  great  magnitude  involving  any  great  amount  of  cost 
to  the  Pittsburgh  &  West  Virginia  Gas  Company. 
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Q.  You  will  check,  however,  on  the  actual  figures?  A. 
Yes,  I  will.  I 

Q.  Turning  momentarily  to  consideration  of  Cheswick 
and  Harmar  Railroad,  Mr.  Fleger,  will  you  kindly  state 
whether  or  not  Cheswick  &  Harmar  Railroad  now  holds  or 
ever  held  securities  of  Monongahela  Street  Railway?  A- 
I  believe  the  Cheswick  &  Harmar  Railroad  Company  does 
own  a  small  block  of  Monongahela  Street  Railway  Com¬ 
pany  stock.  That  stock  was  bought  by  companies  in  the 
Philadelphia  Company  System  several  years  ago,  when!  a 
holder  of  a  substantial  block  of  Monongahela  Street  Rail¬ 
way  Company  desired  to  sell  the  stock  for  tax  purposes, 
and  at  a  figure  that  [505]  the  companies  in  the  Philadelphia 
Company  group  considered  to  be  very  low.  The  price 
ranged,  I  believe,  in  the  case  of  Suburban  Rapid  Transit 
stock  and  the  Monongahela  Street  Railway  Company  stock, 
from  something  like  $11  to  $14  a  share.  The  market  in  the 
stock  at  that  time  was  in  the  neighborhood  of  $40.  The 
investment  has  proven  to  be  a  very  lucrative  investmeht 
for  the  Cheswick  &  Harmar  Railroad  Company  and  all  bf 
the  companies  in  the  Philadelphia  Company  system  that 
bought  the  stock  at  that  time. 

Q.  The  seller  of  the  stock,  was  he  in  any  way  connected 
wTith  any  of  the  system  companies?  A.  He  was  coin- 
nected  in  no  way,  shape  or  form,  with  any  company  in  the 
Philadelphia  Company  system.  It  was  entirely  an  arm’s 
length  transaction.  I  only  wish  we  could  buy  some  more 
of  it  at  the  price  we  bought  it  at  then. 

| 

Q.  Was  there  any  reason  why  Philadelphia  Company 
itself  directly  did  not  acquire  the  stock?  A.  It  was  pur¬ 
chased  again  in  the  manner  that  you  referred  to,  namely, 
through  Cheswick  &  Harmar  Railroad  Company,  as  well  as 
certain  subsidiary  companies,  including  the  Philadelphia 
Company,  in  order  to  avoid  the  necessity  for  application 
to  the  Pennsylvania  Public  Utility  Commission  for  ap¬ 
proval.  The  stock  was  offered  for  sale  in  the  latter  part 
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of  the  year,  in  the  month  of  December,  and  the  individual 
who  owned  the  stock  would  not  have  sold  it  if  the  sale  had 
not  been  consummated  before  the  first  of  the  year,  and  it 
[506]  would  have  been  utterly  impossible  to  have  secured 
the  necessary  approvals  from  the  State  Commission  in  the 
time  that  was  available,  and  each  company,  therefore,  in 
the  group,  bought  a  number  of  shares,  that  it  had  the  power 
to  buy  without  Commission  approval,  in  order  to  take  ad¬ 
vantage  of  the  offer. 

Q.  Did  Cheswick  &  Harmar  Railroad  hold  any  other 
securities  of  system  companies?  A.  It  does  not. 

Q.  Is  Cheswick  &  Harmar  Railroad  presently  obligated 
under  any  lease  arrangements  between  any  other  system 
companies?  A.  It  is  not. 

Q.  Now,  on  February  26, 1  asked  you  from  whom  Equi¬ 
table  Real  Estate  Company  had  acquired  the  Sixth  Avenue 
Building,  and  at  that  time  it  was  your  suggestion  that  it 
was  your  best  recollection  that  it  had  been  acquired  from 
Consolidated  Gas  Company  of  Pittsburgh,  and  I  ask  you 
now  whether  you  have  had  opportunity  to  check  into  the 
facts?  A.  As  I  indicated  at  the  beginning  of  this  morn¬ 
ing’s  session,  I  have  not  had  the  opportunity  to  verify  any 
of  the  information  requested,  other  than  that  which  I  gave 
for  the  record. 

Q.  Does  Equitable  Real  Estate  Company  now  have,  or 
did  it  at  any  time  in  the  past,  an  investment  in  Pittsburgh 
Railways  and  West  End  Traction  securities?  [507]  A. 
Equitable  Real  Estate  Company  at  the  present  time  owns 
some  Pittsburgh  Railways  Company  general  mortgage 
bonds,  which  are  guaranteed,  or  at  least  a  portion  of  which 
are  guaranteed  by  Philadelphia  Company,  as  to  principal 
and  interest.  I  am  not  prepared  to  say  whether  Equitable 
Real  Estate  Company  presently  owns  any  West  End  Trac¬ 
tion  Company  securities.  I  would  have  to  verify  the  record 
in  that  respect. 


i 
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Q.  Will  you  do  so?  A.  Yes. 

i 

Q.  Can  you  tell  us  the  circumstances  surrounding  the 
acquisition  of  the  Pittsburgh  Railways  general  mortgage 
bonds  by  Equitable  Real  Estate  Company?  A.  No,  I 
can’t  do  that  offhand,  Mr.  Guttmann. 

Q.  Will  you  ascertain  the  facts  and  report  them  back 
to  us?  A.  Yes.  j 

Q.  And  are  there  any  other  securities  in  any  other  of 
the  system  companies  held  by  Equitable  Real  Estate  Com¬ 
pany  at  the  present  time?  A.  I  do  not  believe  so. 

Q.  Now,  Philadelphia  Company  itself  owns  certain  notes 
of  Equitable  Real  Estate  Company?  A.  It  does. 

i 

Q.  Do  these  notes  represent  dividends  which  have  been 
declared  but  which  were  not  paid?  [508]  A.  They  do. 

Q.  Can  you  state  the  facts  surrounding  that  circum¬ 
stance  ?  A.  Generally  speaking,  when  the  dividends  j  in 
question  were  declared  the  Company  had  adequate  funds 
with  which  to  pay  the  dividends,  but  its  cash  was  requited 
for  other  purposes,  and  it  was  not  in  funds  with  which  to 
pay  the  dividends  in  cash.  j 

Q.  Can  you  tell  us  wThat  were  the  purposes  for  which  the 
cash  was  employed?  A.  Well,  primarily  for  the  general 
corporate  purposes  of  the  company,  in  connection  with  the 
operation  of  its  properties. 

i 

Q.  Do  these  notes  bear  interest?  A.  They  do. 

Q.  At  what  rate?  A.  6  per  cent. 

| 

Q.  And  what  was  the  date  of  their  issuance  ?  A.  They 

were  issued  at  various  times.  I  couldn’t  say  offhand. 

Q.  Would  you  be  kind  enough  to  furnish  us  with  a  sched¬ 
ule  showing  this  information?  A.  Yes. 

Q.  Does  the  Equitable  Real  Estate  Company  have  aUy 
present  liability  under  any  lease  agreements  with  othpr 

i 

i 

I 

i 

I 

i 
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system  companies?  A.  Well,  it  all  depends  on  what 
you  mean  by  “liability”. 

[509]  Equitable  Real  Estate  Company,  of  course,  leases 
various  properties  to  companies  in  the  system,  and  as  lessor 
it  has  certain  obligations,  as  well  as  the  lessee,  but  aside 
from  that  it  has  no  leases  with  system  companies. 

Q.  It  doesn’t  lease  any  property  from  other  system  com¬ 
panies?  A.  No. 

Q.  In  the  hearings  in  the  Standard  case,  at  Docket  54-72, 
at  transcript  page  3199,  I  note  that  you  stated  that  Equi¬ 
table  Real  Estate  Company  has  sold  certain  equipment  and 
buildings  to  Duquesne  Light  Company.  Without  going  into 
details,  taking  just  the  major  items,  can  you  tell  us  what 
those  items  were?  A.  Are  you  referring  to  my  testimony 
in  connection  with  the  recapitalization  plan  of  Standard 
Gas  &  Electric  Company? 

Q.  Yes,  that  is  right,  sir.  A.  I  believe  one  of  the  prop¬ 
erties  that  is  involved  is  the  so-called  Manchester  property, 
but  I  don’t  have  those  details  at  hand  here,  Mr.  Guttmann. 

Q.  Would  you  be  good  enough  to  review  them  between 
now  and  the  subsequent  hearing  and  report  back?  A. 
Yes. 

Q.  Now,  in  1924,  Mr.  Fleger,  Equitable  Real  Estate  Com¬ 
pany  owned  500  shares  of  Cheswick  &  Harmar  Railroad 
common  capital  stock,  which  Equitable  Real  Estate  carried 
in  its  [510]  accounts  at  $50,000,  isn’t  that  so?  A.  I  be¬ 
lieve  that  is  correct. 

Q.  And  in  the  year  1924  Equitable  Real  Estate  Com¬ 
pany  sold  this  stock  to  Philadelphia  Company  for  $300,000, 
isn’t  that  so?  A.  I  believe  it  is  correct. 

Q.  How  was  this  valuation  of  $300,000  fixed?  A.  I 
wouldn’t  be  prepared  to  say  without  verifying  the  facts. 
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Q.  Is  that  stock  presently  carried  on  the  books  of  Phila¬ 
delphia  Company  at  the  same  figure,  $300,000?  A.  I  be¬ 
lieve  that  it  is.  | 

Q.  You  are  not  certain,  however?  A.  No. 

! 

Q.  Can  you  ascertain  and  report  back  both  on  the  basis 
for  the  $300,000  figure,  and  also  whether  or  not  it  is  carried 
at  that  figure  on  the  books  of  Philadelphia  Company  today? 
A.  Yes,  sir. 

7  i 

Q.  Now,  passing  to  Duquesne  Light  Company,  can  you 

tell  us  briefly  what  has  been  the  dividend  history  of 
Duquesne,  both  as  to  its  common  and  preferred  stbck? 
A.  Duquesne  Light  Company  has  paid  a  dividend  onl  its 
common  stock  as  well  as  its  preferred  stock,  for  many, 
many  years.  The  dividends  on  the  common  stock  have, 
during  the  past  ten  or  fifteen  years,  averaged  slightly  more 
than  [511]  $4.00  per  share.  In  fact,  during  that  period, 
with  the  exception  of  the  years  1946,  1945  and  1944  and 
the  year  1938,  the  dividend  on  the  common  stock  has  been 
more  than  $4.00  per  share.  j 

The  dividend  in  the  past  three  years  has  been  $3r90, 
$3.80  and  $3.70.  The  dividends  in  1944  and  1945  reflect 
excess  profits  taxes  that  amount  to  more  than  $1.00  a  share. 

The  dividend  in  1946  reflects  the  impact  of  the  steel 
strike  in  the  fore-part  of  that  year  and  the  strike  of  the 
Duquesne  Light  Company  employees  in  the  latter  part  of 
1946.  j 

The  Duquesne  Light  Company  has  a  substantial  surplus 
and  the  company  is,  in  my  judgment,  able  to  pay  put 
substantially  all  of  the  earnings  on  its  common  stock  as 
dividends. 

! 

Q.  Now,  in  1943,  did  not  Duquesne  make  temporary 
bank  loans?  A.  Yes,  in  that  year  and  for  a  period  of 
several  years,  it  made  bank  loans,  pursuant  to  agreements, 
with  a  group  of  seven  banks,  under  which  the  banks  under- 
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took  to  advance  to  Duquesne  Light  Company  np  to  a 
stated  maximum  amount,  one  period  about  $10,000,000, 
another  period  about  $12,000,000,  as  required  by  Duquesne 
Light  Company.  The  significant  thing  is  that  the  loans 
bore  an  interest  rate  of  1 Y>  per  cent  with  a  commitment 
fee  of  lA  of  a  per  cent  on  the  unborrowed  balances  for 
which  the  banks  were  committed.  There  is  no  provision 
in  the  contracts,  each  of  which  provided  for  [512]  loans 
of  less  than  twelve  months,  with  regard  to  any  restriction 
on  the  dividends  on  the  common  stock  of  Duquesne  Light 
Company,  nor  was  the  question  ever  raised  by  the  banks. 
The  loans  in  each  instance  were  paid  within  the  period 
specified  and  there  have  been  no  loans  outstanding  for 
several  years  now. 

Q.  Well,  now,  during  the  period  of  time  that  these  loans 
were  obtained  and  were  outstanding,  the  Phillips  Station 
was  under  construction,  wrns  it  not?  A.  It  was. 

Q.  And  were  these  moneys  obtained  through  the  loan 
in  whole  or  in  part  used  in  connection  with  the  Phillips 
Station  construction?  A.  I  don’t  see  hovr  it  is  possible 
to  earmark  funds  used  by  Duquesne  Light  Company  for 
such  a  purpose.  It  can  be  said  that  the  moneys  borrowed 
were  used  by  the  company  for  any  or  all  of  the  expenses 
that  it  was  incurring  during  that  period  of  time.  The  fact 
remains  that  the  funds  were  obtained  at  a  very  low  cost 
and  were  entirely  repaid  and  that  the  terms  on  which  the 
borrowings  were  made  clearly  reflected  the  appraisal  of 
the  banks  with  regard  to  the  Company’s  financial  position 
and  its  ability  to  pay  the  loans. 

Q.  Incidentally,  common  stock  dividends  were  paid 
during  the  period  of  the  bank  loans?  A.  Naturally, 
because  it  would  be  rather  unwise  for  the  Company,  to  say 
the  least,  to  have,  during  that  period,  dis-[513]  continued 
dividends  on  its  common  stock,  and  suggesting  thereby 
that  it  did  not  anticipate  that  it  would  be  able  to  pay  the 
loans  within  the  stipulated  period.  It  would  have  caused 
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inferences  to  be  drawn  with  regard  to  the  financial  position 
of  the  Company  that  would  have  been  entirely  unwarranted. 

Q.  Isn’t  it  a  fact  that  during  that  period  Duquesne 
paid  out  approximately  90  per  cent  of  its  earnings  for 
common  stock  dividends?  A.  Correct,  and  with  the 
knowledge  of  the  banks  from  whom  the  loans  were  beij.ng 
made.  | 

l 

i 

Q.  Now,  was  any  consideration,  any  serious  considera¬ 
tion  given  to  permanent  financing  for  the  construction  of 
the  Phillips  Station?  A.  I  don’t  know  whether  you 
would  say  that  the  consideration  given  to  it  was  serious  or 
not,  for  the  reason  that  when  it  became  apparent  that  we 
could  borrow  the  cash  that  we  required  during  that  period, 
for  whatever  purposes  the  cash  was  required,  on  the  terms 
that  I  have  mentioned  here,  it  was  obvious  to  the  Com¬ 
pany  that  it  would  be  extremely  unwise  to  engage  in  ahy 
permanent  financing,  and,  therefore,  to  assume  interest 
costs  that  presumably  would  be  substantially  higher  than 
those  assumed  in  connection  with  the  bank  loans. 

i 

Q.  Can  you  tell  us  anything  about  the  future  construc¬ 
tion  needs  of  Duquesne,  say,  for  a  five-year  period?  A. 
Duquesne  Light  Company  has  ordered  an  additional 
[514]  60,000  kilowatt  generating  unit,  which  is  to  be  in¬ 
stalled  in  its  Phillips  Station  Plant.  However,  the  unit  will 
not  be  delivered  until  at  least  September  of  1949.  In  adop¬ 
tion,  the  Company  contemplates  making  some  additions  P> 
its  transmission  and  distribution  system  incident  to  the  ad¬ 
dition  of  that  additional  generating  capacity.  However, 
the  Company  does  not  presently  estimate  that  it  will  re¬ 
quire  any  new  money  for  any  purpose  whatsoever  during 
the  years  1947,  1948  and  1949.  There  may  be  some  money 
required  in  the  latter  part  of  1949,  but  in  so  far  as  the  Com¬ 
pany  can  now  foresee,  there  will  be  no  need  for  new  money 
in  that  intervening  period. 

j 

I 

I 

I 

i 

I 
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Q.  Well,  lias  any  thought  been  given  up  to  this  point  of 
the  ultimate  necessity  for  permanent  financing,  which  you 
say  is  contemplated  somewhere  around  the  end  of  1949? 
A.  Without  having  determined  upon  any  definite  program, 
my  assumption  would  be  that  the  most  logical  course  for  the 
Company  to  follow,  one  that  would  involve  the  maximum 
savings  to  it,  would  be  to  borrow  such  money  as  it  requires 
in  the  early  part  of  the  period  that  you  are  referring  to,  on 
the  basis  of  temporary  bank  loans,  to  obtain  the  benefit  of 
the  lower  interest  rate  and  to  undertake  to  engage  in  per¬ 
manent  financing  only  if,  as  and  when  it  becomes  entirely 
clear  as  to  just  what  amount  of  new  money  the  company 
needs  on  a  permanent  basis. 

[515]  Q.  Isn’t  it  also  a  fact,  as  you  testified  to  in  your 
direct  testimony,  that  somewhere  around  that  time,  I  think 
around  1949,  Duquesne  Light  Company  is  obligated  to  unite 
with  Monongahela  Light  &  Power  in  refunding  its  bonds? 
A.  Those  bonds  are  due  June  1, 1949,  and  there  is  outstand¬ 
ing  at  the  present  time,  $1,698,000,  and  under  the  terms  of 
the  lease  agreement  between  Duquesne  Light  Company  and 
Monongahela  Light  &  Power  Company  the  Duquesne  Light 
Company  has  undertaken  to  unite  with  Monongahela  Light 
&  Power  Company  in  the  issuance  of  Refunding  Bonds. 

Q.  At  this  time  I  show  you  a  document  which  purports 
to  be  a  lease  from  Monongahela  Light  &  Power  Company  to 
Allegheny  Light  Company  and  guaranteed  by  Philadelphia 
Company,  and  ask  whether  that  is  the  lease  to  which  you 
refer?  A.  It  is. 

Mr.  Guttmann:  I  offer  the  document  in  evidence 
as  Commission’s  Exhibit  A-14. 

The  Examiner:  Is  there  objection? 

Mr.  Hackney:  No  objection. 

The  Examiner:  It  will  come  in  as  Commission’s 
Exhibit  A-14. 
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By  Mr.  Guttmann: 

Q.  I  show  you  a  document  which  purports  to  be  an  agree¬ 
ment  made  and  entered  into  as  of  the  11th  day  of  May,  1927, 

[516]  by  and  between  Philadelphia  Company,  DuqUesne 
Light  Company,  and  Monongahela  Light  &  Power  Com¬ 
pany,  and  I  ask  you  whether  this  is  the  subsequent  agree¬ 
ment  in  connection  with  the  lease  to  which  you  testified  in 
your  direct?  A.  It  is. 

Mr.  Guttmann:  I  offer  in  evidence  as  Commis¬ 
sion’s  Exhibit  A-15  the  document  just  referred  to. 

i 

The  Examiner:  Is  there  objection?  i 

Mr.  Hackney:  No. 

i 

The  Examiner :  It  will  come  in  as  Commission’s 

Exhibit  A-15.  i 

i 

I 

i 

By  Mr.  Guttmann: 

Q.  Mr.  Fleger,  do  you  know  whether  or  not  there  has 
been  a  budget  of  future  construction  needs  prepared  !  for 
a  five-year  period  for  Duquesne  Light  Company?  A. 
There  has  been  no  budget  prepared.  There  have  been  sbme 
studies  made  by  the  Company  for  its  purposes,  with  respect 
to  the  outlook  for  the  future.  The  study  is  not  a  budget 
because  it  is  not  the  practice  of  the  Company  to  prepare 
budgets  for  five-year  periods,  because  it  is  recognized  that 
a  period  of  that  duration,  in  a  period  of  that  duration  many 
things  might  arise  that  are  not  presently  foreseeable. 

i 

Q.  Has  that  study  been  reduced  to  written  form?  i  A. 
I  assume  that  there  is  a  written  memorandum  prepared 

[517]  by  the  engineering  group  of  Duquesne  Light  Com¬ 
pany  in  the  course  of  their  normal  operations.  No  formal 
study,  to  my  knowledge,  has  been  made. 

Q.  Have  any  estimated  cash  flow  statements  been  pre¬ 
pared  by  Duquesne  Light  Company  showing  estimated  cash 

i 

i 

i 

i 

j 

j 
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receipts  and  disbursements  for  the  five-year  period?  A. 
In  connection  with  the  consideration  that  has  been  given 
to  construction  requirements,  and  other  operating  expense 
requirements  there  have  been  some  studies  made  of  cash 
requirements,  yes. 

Q.  Would  you  be  good  enough  to  obtain  those  and  pro¬ 
duce  them  for  a  subsequent  hearing?  A.  They  are,  of 
course,  you  understand,  entirely  statements  prepared  for 
the  Company’s  own  use  and  not  for  publication. 

Q.  Will  you  produce  them  for  our  inspection? 

Mr.  Hackney:  That  matter,  I  think,  ought  to  rest 
in  abeyance,  if  the  Examiner  pleases,  until  the  next 
hearing,  when  we  can  state  our  position  on  that. 

The  Examiner:  Very  well. 

Mr.  Hackney:  So  that  we  have  no  commitment 
until  the  next  hearing. 

Mr.  Guttmann:  Very  well,  sir. 

By  Mr.  Guttmann: 

Q.  Are  Duquesne ’s  common  stock  dividends  declared  on 
a  [51S]  monthly  basis?  A.  They  are,  and  have  been  for 
some  years. 

Q.  How  are  they  paid, — quarterly?  A.  They  are  paid 

monthly.  That  is,  the  common  stock  dividends. 

Q.  Does  Duquesne  hold  securities  of  any  of  the  other 
system  companies,  other  than  Allegheny  County  Steam 
Heating  Company?  A.  It  does  not. 

Q.  Is  Duquesne  liable  under  leases  to  any  of  the  other 
system  companies?  A.  Not  except  its  leases  with  Equi¬ 
table  Real  Estate  Company  for  occupancy  of  real  properties 
owned  by  Equitable  Real  Estate  Company. 

Q.  Does  that  include  the  Duquesne  Building?  A.  Du¬ 
quesne  Building  is  owned  by  the  Duquesne  Light  Company 
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and  is  operated  for  it  by  the  Equitable  Real  Estate  Com¬ 
pany.  j 

Q.  In  the  Standard  case,  54-72,  at  transcript  page  2877 
you  stated  that  certain  land  and  manufactured  gas  property 
of  Equitable  was  being  considered  for  purchase  by  Du- 
quesne.  What  has  been  done  in  this  regard  since  those 
hearings?  A.  Nothing  has  been  done.  In  fact^  the 
property  that  you  refer  to,  which  is  the  so-called  Elfama 
property,  has  been  under  consideration  by  Duquesne  Light 
Company  as  a  possible  [519]  site  for  the  construction  of 
additional  generating  capacity  by  Duquesne  Light  Company 
for  a  considerable  number  of  years,  and  one  of  the  piany 
factors  that  has  governed  the  policy  of  the  companies  with 
respect  to  the  disposition  of  its  property — I  say  one — is 
the  possibility  that  that  site,  which  is  a  river  site,  might 
be  advantageous  for  the  construction  of  additional  power 
facilities  by  the  Duquesne  Light  Company. 

Q.  What  is  presently  located  on  that  site  in  the  'wav  of 
physical  equipment  ?  A.  There  is  located  on  the  site 
the  remaining  portions  of  a  former  manufactured  gas  plant 
and  also  some  houses  that  are  presently  occupied. 

Q.  Is  that  the  plant  formerly  operated  by  Consolidated? 
A.  I  must  confess  I  can’t  recall  offhand  the  particular  com¬ 
pany  that  did  in  years  past  operate  the  plant.  j 

Q.  Will  you  endeavor  to  ascertain  and  report  to  us? 
A.  Yes,  sir. 

i 

[Luncheon  recess,  followed  by  a  discussion  between  the 
Examiner  and  counsel  as  to  the  production  of  the  original 
of  Philadelphia  Ex.  40.]  ! 

i 

| 

[521]  By  Mr.  Guttmann:  ! 

j 

Q.  Now,  Mr.  Fleger,  just  prior  to  the  noon  recess  we 
were  still  discussing  Duquesne  Light  Company  and  I  would 
ask  you  at  this  time  whether  in  1928,  Philadelphia  Company 
sold  to  Duquesne  Light  Company  for  a  cash  consideration 

i 
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of  $563,792.50  certain  land  and  structures  on  Reedsdale 
Street  in  the  City  of  Pittsburgh?  A.  It  did  sell  some 
property  in  that  general  location.  I  think  that  the  consid¬ 
eration  that  you  mention  is  approximately  correct. 

Q.  And  do  you  know  whether  or  not  it  is  a  fact  that 
Philadelphia  Company  had  carried  this  property  in  its 
accounts  at  $516,537.57?  A.  I  think  that  is  quite  prob¬ 
able.  On  the  other  hand,  it  would  be  my  recollection  that 
the  value  at  which  it  was  carried  in  the  accounts  of  the 
company  do  not  represent  the  fair  market  value  which,  of 
course,  would  be  the  value  that  would  govern  in  the  sale  of 
a  property  of  that  character. 

Q.  But  is  it  not  a  fact  the  difference  of  $47,254.93  was 
[522]  recorded  as  a  profit  on  the  books  of  Philadelphia 
Company  and  has  been  placed  into  the  surplus  account? 
A.  It,  of  course,  would  constitute  a  profit,  but  what  I  am 
trying  to  say  is  that  the  profit  was,  in  my  judgment,  a  fair 
profit,  in  that  the  property,  according  to  my  recollection, 
was  sold  at  what  was  considered  to  be  the  then  current 
market  value. 

Q.  Is  that  the  customary  consideration  in  intercompany 
sales  of  property?  A.  Generally  speaking,  yes. 

Q.  Now,  passing  to  Allegheny  County  Steam  Heating 
Company,  Mr.  Fleger,  am  I  correct  that  the  franchise  of 
Allegheny  County  Steam  Heating  Company  from  the  City  of 
Pittsburgh  expired  by  its  terms  in  1940?  A.  The  fran¬ 
chise  did  not  expire  in  the  strict  sense  of  the  word.  It 
is  true  that  that  franchise  was  a  term  franchise  and  at 
the  expiration  of  the  term,  which  has  expired,  the  City 
of  Pittsburgh  was  given  the  power  to  huv  the  property, 
either  at  a  price  to  be  agreed  upon  between  the  parties,  or, 
failing  in  agreement,  at  a  price  to  be  fixed  by  the  State 
Utility  Commission.  The  City  of  Pittsburgh  has  never  seen 
fit  to  exercise  that  option  and  I  therefore  would  consider 
that  the  franchise  is  in  force  and  effect  and  will  so  remain 
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until  the  option  is  exercised,  and  that,  I  might  say,  is 
recognized  by  the  City  of  Pittsburgh.  ! 

Q.  Does  Allegheny  County  Steam  Heating  Company 
own  [523]  securities  of  any  of  the  other  system  companies? 
A.  With  the  exception  of  possibly  Monongahela  Street 
Railway  Company  and  Suburban  Rapid  Street  Railway 
Company  stock  it  does  not  own  securities  of  any  system 
companies.  j 

I 

Q.  I  take  it  at  the  present  moment  you  are  not  definitely 
certain  that  they  hold  those  issues,  either?  A.  Not  pos¬ 
itively.  I 

i 

i 

Q.  Would  you  be  good  enough  to  investigate  into  the 
facts  and  ascertain  also  the  circumstances  under  which 
those  securities  were  acquired,  if  they  were  acquired  ?  A. 
If  they  were  acquired  they  were  acquired  under  the  same 
circumstances  that  I  outlined  this  morning  with  respect  to 
the  acquisition  of  Monongahela  stock  by  the  Cheswick  and 
Harmar  Railroad  Company.  i 

Q.  I  don’t  recall  whether  you  stated  on  direct  whether 
the  rates  charged  by  Allegheny  County  Steam  Heating 
Company  are  subject  to  regulation  by  the  Pennsylvania 
Public  Utility  Commission.  A.  They  are,  and  I  believe 

I  so  testified  on  direct  examination.  i 

| 

Q.  There  is  in  existence  a  6  per  cent  note  from  Allegheny 
County  Steam  Heating  Company  running  to  Duquesne  Light 
Company?  A.  There  is.  j 

Q.  And  when  will  that  note  be  paid  off?  A.  I  am  not 
prepared  to  say  just  when  the  note  will  be  [524]  paid  off. 
The  circumstances  surrounding  the  issuance,  status  of  that 
note,  were  gone  into  fully  in  my  testimony  in  the  Standard 
Gas  and  Electric  Company  recapitalization  proceeding  be¬ 
fore  this  Commission. 
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of  $563,792.50  certain  land  and  structures  on  Reedsdale 
Street  in  the  City  of  Pittsburgh?  A.  It  did  sell  some 
property  in  that  general  location.  I  think  that  the  consid¬ 
eration  that  you  mention  is  approximately  correct. 

Q.  And  do  you  know  whether  or  not  it  is  a  fact  that 
Philadelphia  Company  had  carried  this  property  in  its 
accounts  at  $516,537.57?  A.  I  think  that  is  quite  prob¬ 
able.  On  the  other  hand,  it  would  be  my  recollection  that 
the  value  at  which  it  was  carried  in  the  accounts  of  the 
company  do  not  represent  the  fair  market  value  which,  of 
course,  would  be  the  value  that  would  govern  in  the  sale  of 
a  property  of  that  character. 

Q.  But  is  it  not  a  fact  the  difference  of  $47,254.93  was 
[522]  recorded  as  a  profit  on  the  books  of  Philadelphia 
Company  and  has  been  placed  into  the  surplus  account? 
A.  It,  of  course,  would  constitute  a  profit,  but  what  I  am 
trying  to  say  is  that  the  profit  was,  in  my  judgment,  a  fair 
profit,  in  that  the  property,  according  to  my  recollection, 
was  sold  at  what  was  considered  to  be  the  then  current 
market  value. 

Q.  Is  that  the  customary  consideration  in  intercompany 
sales  of  property?  A.  Generally  speaking,  yes. 

Q.  Now,  passing  to  Allegheny  County  Steam  Heating 
Company,  Mr.  Fleger,  am  I  correct  that  the  franchise  of 
Allegheny  County  Steam  Heating  Company  from  the  City  of 
Pittsburgh  expired  by  its  terms  in  1940?  A.  The  fran¬ 
chise  did  not  expire  in  the  strict  sense  of  the  word.  It 
is  true  that  that  franchise  was  a  term  franchise  and  at 
the  expiration  of  the  term,  which  has  expired,  the  City 
of  Pittsburgh  was  given  the  power  to  buy  the  property, 
either  at  a  price  to  be  agreed  upon  between  the  parties,  or, 
failing  in  agreement,  at  a  price  to  be  fixed  by  the  State 
Utility  Commission.  The  City  of  Pittsburgh  has  never  seen 
fit  to  exercise  that  option  and  I  therefore  would  consider 
that  the  franchise  is  in  force  and  effect  and  will  so  remain 
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until  the  option  is  exercised,  and  that,  I  might  say,  is 
recognized  by  the  City  of  Pittsburgh.  j 

Q.  Does  Allegheny  County  Steam  Heating  Company 
own  [523]  securities  of  any  of  the  other  system  companies? 
A.  With  the  exception  of  possibly  Monongahela  Street 
Railway  Company  and  Suburban  Rapid  Street  Railway 
Company  stock  it  does  not  own  securities  of  any  system 
companies. 

Q.  I  take  it  at  the  present  moment  you  are  not  definitely 
certain  that  they  hold  those  issues,  either?  A.  Not  pos¬ 
itively.  | 

Q.  Would  you  be  good  enough  to  investigate  into  the 
facts  and  ascertain  also  the  circumstances  under  which 
those  securities  were  acquired,  if  they  were  acquired?  '  A. 
If  they  were  acquired  they  were  acquired  under  the  same 
circumstances  that  I  outlined  this  morning  with  respect  to 
the  acquisition  of  Monongahela  stock  by  the  Cheswick  aind 
Harmar  Railroad  Company.  j 

j 

Q.  I  don’t  recall  whether  you  stated  on  direct  whether 
the  rates  charged  by  Allegheny  County  Steam  Heating 
Company  are  subject  to  regulation  by  the  Pennsylvania 
Public  Utility  Commission.  A.  They  are,  and  I  beliefve 
I  so  testified  on  direct  examination. 

I 

Q.  There  is  in  existence  a  6  per  cent  note  from  Allegheny 
County  Steam  Heating  Company  running  to  Duquesne  Light 
Company?  A.  There  is.  j 

i 

Q.  And  when  will  that  note  be  paid  off  ?  A.  I  am  not 
prepared  to  say  just  when  the  note  will  be  [524]  paid  off. 
The  circumstances  surrounding  the  issuance,  status  of  that 
note,  were  gone  into  fully  in  my  testimony  in  the  Standard 
Gas  and  Electric  Company  recapitalization  proceeding  be¬ 
fore  this  Commission. 
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Q.  Are  payments  currently  being  made  on  that  note  as 
to  principal?  A.  Not  as  to  principal,  but  payments  are 
being  made  currently  as  due  in  the  form  of  interest. 

Q.  I  wonder  whether  you  could  tell  us  briefly,  Mr. 
Fleger,  what  is  the  historical,  legal  or  economic  signifi¬ 
cance  of  maintaining  Allegheny  County  Steam  Heating 
Company  as  a  separate  entity  from  Duquesne  instead  of 
operating  it  as  a  department  thereof?  A.  The  steam 
heating  company,  according  to  my  understanding,  has  been 
operated  separately  and  distinct  from  the  Duquesne  Light 
Company  in  order  to  avoid  confusion  in  connection  with 
the  regulation  of  the  affairs  of  those  two  companies  by  the 
State  Utility  Commission.  If  the  two  companies  were 
operated  as  a  single  company  questions  might  arise  as  to 
the  allocation  of  expense  between  them  in  passing  upon  the 
question  of  the  fairness  of  the  rates  of  one  company  or  the 
other,  or  the  services  of  one  company  or  the  other.  Oper¬ 
ated  as  they  are,  as  separate  entities,  there  can  be  no  ques¬ 
tions  of  that  sort  arise.  In  addition,  it  is  recognized  that 
the  two  businesses  are  fundamentally  different  in  char¬ 
acter.  I  also  believe  it  [525]  fair  to  say  that  the  situa¬ 
tion  there  is  not  uncommon,  that  while  there  may  be  cases 
where  electric  and  steam  heating  operations  are  being  con¬ 
ducted  by  the  same  corporation,  there  are  situations  such 
as  we  have  here.  Also,  to  my  knowledge,  it  has  never  been 
suggested  by  anyone,  State  Commission,  the  municipal 
authorities,  the  Securities  and  Exchange  Commission,  or 
anyone  else,  to  the  company  that  there  would  be  any 
advantage  in  putting  the  two  together.  On  the  contrary, 
it  is  my  impression  that  it  is  the  general  policy  of  the  State 
Commission  to  not  favor — and  I  speak  for  the  Pennsyl¬ 
vania  Commission — merging  into  a  single  company  opera¬ 
tions  of  a  basically  different  character  which  require  regu¬ 
lation  bv  the  State  Commission. 

Q.  In  the  answer  filed  by  Philadelphia  Company  and 
its  subsidiaries  in  this  proceeding,  reference  was  made 
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to  certain  Federal  Power  Commission  orders  affecting 
Duquesne  Light  Company,  dated,  I  believe,  January  4, 1946, 
February  5,  1946,  respectively.  I  wonder  whether  you  can 
for  the  record  give  us  the  official  citation  or  produce  a  copy, 
if  you  have  them,  of  the  two  orders  requested?  A.  Are 
you  referring  to  the  orders  of  the  Federal  Power  Conimis- 
sion  approving  the  determination  of  original  cost  and  re¬ 
classification  of  accounts  of  Duquesne  Light  Company  in 
accordance  therewith? 

Q.  That  is  right,  sir.  A.  I  cannot  give  offhand  the  Fed¬ 
eral  Power  Commission  file  number,  but  can  supply  it  to 
you.  | 

[526]  Q.  Passing  to  Kentucky-West  Virginia  Gas  Com¬ 
pany,  would  you  please  state  whether  Kentucky-West  Vir¬ 
ginia  owns  any  securities  of  other  system  companies?  A. 
It  does  not.  j 

Q.  Is  Kentucky- West  Virginia  Gas  Company  presently 
obligated  under  any  leases  with  other  system  companies? 
A.  It  is  not.  ! 

i 

Q.  Pursuant  to  our  understanding  of  Friday,  I  yvill 
defer  any  questions  of  Railways,  so  far  as  possible,  until 
tomorrow,  when  Mr.  Dix  will  be  with  us. 

I  will  ask  you  at  this  time  to  take  before  you  Exhibit  6. 
Preliminarily  I  am  going  to  ask,  Mr.  Fleger,  that  you  pro¬ 
duce  by  a  subsequent  hearing  for  the  staff  the  consolidat¬ 
ing  balance  sheets,  statements  of  consolidating  income,  bnd 
statements  of  consolidating  surplus  and  the  statements 
showing  the  eliminations  in  the  consolidations  for  the  satne 
companies  in  the  same  periods  as  are  set  forth  in  Exhibit 
6.  That  is  for  Philadelphia  Company  and  subsidiaries. 
A.  You  are  building  up  quite  a  formidable  list  of  material 
here,  Mr.  Guttmann;  we  will  be  glad  to  furnish  the  state¬ 
ments  as  soon  as  possible.  j 

Q.  Such  statements  are  in  existence,  are  they  not?  A- 
I  don’t  know  whether  we  have  copies  available  or  not. 

I 
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Q.  On  page  1  of  Exhibit  6,  Mr.  Fleger,  for  the  item 
denominated,  “Investments  in  securities  of  subsidiaries” 
would  [527]  you  tell  us  on  what  basis  the  dollar  values  there 
set  forth  are  computed?  A.  Are  you  including  in  that 
question  investments  in  street  railway  companies? 

Q.  Yes.  A.  So  you  are  referring  to  all  the  securities 
that  are  shown  on  page  1  of  Exhibit  6  under  “Investment 
in  fund  account”  that  represents  securities  of  any  sub¬ 
sidiary  companies,  including  Street  Railways? 

Q.  That  is  right,  sir.  A.  I  wouldn’t  be  prepared  to 
say  as  to  each  class  of  security  reflected  on  the  balance 
sheet  as  to  what  basis  it  is  reflected  there,  without  checking 
the  Investment  in  Fund  Account. 

Q.  Can  you  tell  us,  Mr.  Fleger,  'whether  the  item  on 
page  1  of  Exhibit  6  of  $19,125,243  of  interest  and  rents, 
represents  the  amount  due  from  Equitable  Gas?  A.  It 
does. 

Q.  You  also  have  an  item  “Indebtedness  of  Affiliated 
Companies”  amounting  to  $1,488,135.  Can  you  tell  us  the 
nature  of  this  item?  A.  That  includes  $813,376.53  of 
interest  owing  from  Equitable  Gas  to  Philadelphia  Com¬ 
pany,  and  I  wouldn’t  be  prepared  to  give  a  breakdown  of 
the  balance  of  that  without  an  examination  of  the  accounts 
of  each  of  the  subsidiary  [528]  companies. 

Q.  On  page  2  of  Exhibit  6,  Mr.  Fleger,  under  “Current 
Liabilities,”  you  show  “Indebtedness  to  Affiliated  Com¬ 
panies.”  Would  you  describe  the  nature  of  the  indebted¬ 
ness  covered  therein?  A.  That  would  possibly  include, 
among  other  things,  Philadelphia  Company’s  current  lia¬ 
bility  and  interest  on  bonds  of  Pittsburgh  Railways  Com¬ 
pany,  guaranteed  by  it,  which  are  owned  by  Equitable 
Real  Estate  Company.  However,  I  would  prefer  to  verify 
that. 

Q.  Mr.  Fleger,  in  your  answer  at  page  15,  you  set  forth 
a  schedule  showing  the  amounts  paid  by  Philadelphia  Com- 
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pany,  as  rentals,  interest  and  taxes  under  guarantees 
aggregating  for  1945,  $1,564,967.  Now,  will  you  please 
point  out  what  combination  of  items  in  the  Philadelphia 
Company  statements,  corporate  statements,  of  income  and 
earned  surplus  for  1945  will  aggregate  that  $1,564,967  fig¬ 
ure?  A.  May  I  have  the  question? 

(The  question  was  read.)  j 

The  Witness:  I  don’t  identify  the  figure  of 
$1,564,000.  I  don’t  see  where  it  is. 


The  Examiner:  The  Trial  Examiner  doesn’t 
either. 

i 

The  Witness:  I  don’t  see  it. 


By  Mr.  Guttmann:  j 

Q.  If  you  will  take  the  answer,  page  15,  before  you, 
Mr.  [529]  Fleger,  and  look  at  the  schedule,  the  table  shown 
thereon  for  1945,  amounts  paid  by  Philadelphia  Company 
as  rentals,  interest  and  taxes  under  guarantees,  is  there  sei 
forth  as  $1,578,401.  A.  Yes.  j 


Q.  Followed  by  a  double  asterisk  and  footnote  explain¬ 
ing  below  that  that  $13,434  of  the  amount  paid  in  1945  rep-j 
resents  payment  on  account  of  taxes,  including  interest 
thereon,  applicable  to  prior  years,  which  had  been  the  sub¬ 
ject  of  litigation.  If  you  subtract  the  $13,434  from  the! 
$1,578,401  set  forth  in  the  table,  you  will,  I  think,  subject! 
to  any  correction  in  our  mathematics,  arrive  at  the  figure! 
of  $1,564,967  that  I  have  stated  in  my  question.  A.  On 
page  3  of  Philadelphia  Company  Exhibit  No.  6,  which  is 
the  statement  of  income  and  earned  surplus  of  Philadelphia  j 
Company  for  the  years  1946  and  1945,  there  is  shown  in  j 
the  column  under  the  year  1945  an  item  of  $1,194,040.05,  i 
representing  appropriation  to  reserve  for  payments  made  j 
by  Philadelphia  Company,  under  guarantees,  and  not  re-  i 

turned  to  Philadelphia  Company.  j 

i 

i 

i 
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That  figure  represents  the  amounts  paid  by  Philadelphia 
Company  as  rentals,  interest,  and  taxes  under  guarantees 
for  the  year  1945,  as  set  forth  on  page  15  of  the  answer, 
after  deducting  therefrom  the  amounts  returned  to  Phila¬ 
delphia  Company.  That  matter  is  further  explained  in  the 
notes  to  the  financial  statements  set  forth  in  Exhibit  6  under 
“Con-  [530]  tingent  liabilities,”  note  Q,  which  states  that 
“Philadelphia  Company  is  contingently  liable  as  guarantor 
of  the  payment  of  principal  of,  and  interest  on,  certain  of 
the  general  mortgage  5  per  cent  bonds  of  Pittsburgh  Rail¬ 
ways  Company,  due  April  1,  1953,  of  which  $980,066.80  was 
owned  by  others  than  Philadelphia  Company  or  its  consoli¬ 
dated  subsidiaries  at  December  31, 1946.  In  addition,  Phila¬ 
delphia  Company  is  the  guarantor  of  the  performance  of 
certain  covenants  of  long-term  leases  by  certain  underliers 
in  the  Pittsburgh  Railways  System  as  lessees.  These  lease 
covenants  embrace  covenants  to  pay  to  or  for  the  lessor 
interest  on  bonds,  rentals,  taxes  (including  income  taxes) 
and  insurance;  to  provide  for  the  payment  or  unite  with 
the  lessor  in  the  refunding  of  outstanding  bonds ;  to  main¬ 
tain  the  leased  properties;  to  assume  paving  obligations 
of  the  lessor;  and  to  indemnify  the  lessor  in  respect  to 
damage  or  liability  arising  out  of  the  management,  use  or 
operation  of  the  leased  properties.  The  principal  of  the 
bonds,  to  which  such  covenants  are  applicable,  outstanding 
and  held  by  the  public  at  December  31,  1946,  is  $165,500. 
All  amounts  due  and  owing  under  certain  guarantees  at 
December  31,  1946,  have  been  paid.  Some  portion  of  the 
amounts  paid  by  Philadelphia  Company  as  guarantor  has 
been  returned  to  Philadelphia  Company,  and  its  consoli¬ 
dated  subsidiaries,  as  dividends  on  certain  of  stocks  of 
lessor  companies.” 

[531]  In  other  words,  the  amount  of  rentals,  interest 
and  taxes  under  guarantees  to  which  you  refer,  is  not  shown, . 
what  I  believe  is  called,  “broad”  in  the  financial  statements, 
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but  is  netted,  to  give  effect  to  the  fact  that  Philadelphia 
Company’s  ownership  of  the  securities  of  some  of  the  com¬ 
panies  whose  obligations  it  has  guaranteed  is  then  received 
back  by  it  in  the  form  of  a  dividend  or  interest  payments.  ! 

[532]  Q.  Well,  now,  in  1945,  Mr.  Fleger,  did  Philadel¬ 
phia  Company  actually  physically  pay  out  as  rentals,  in¬ 
terest  and  taxes  in  the  amount  of  $1,564,967  ?  A.  It  did, 
and  the  amounts  which  are  netted  against  that  gross  figure 
to  produce  the  $1,194,040.05  to  which  I  refer  in  the  year 
1945  were  actually  received  by  Philadelphia  Company  as 
dividends  or  interest. 

Q.  Well,  now,  in  your  answer  again  at  page —  A. 

May  I - 

Q.  Surely.  A.  I  want  to  be  sure  to  make  this  clear. 
I  would  like  to  give  one  illustration  of  how  this  operates. 
Philadelphia  Company  and  its  subsidiaries  own  certain  of 
the  stock,  there  being  only  common  stock  outstanding,  ot 
the  Monongahela  Street  Railway  Company.  The  Mononga- 
hela  Street  Railway  Company  has  leased  its  property  to 
Consolidated  Traction  Company.  Consolidated  Traction 
Company  has  undertaken  to  pay  a  stipulated  rental  each 
year  to  the  Monongahela  Street  Railway  Company.  The 
Philadelphia  Company  guaranteed  the  payment  of  that 
rental.  In  recent  years  the  Consolidated  Traction  Company 
has  not  been  paying  the  rent,  nor  has  Pittsburgh  Railways 
Company,  which  assumed  the  obligations  of  Consolidated 
to  pay  the  rent.  Philadelphia  Company,  therefore,  pays 
the  rent  in  full  to  Monongahela  Street  Railway  Company., 
The  directors  of  Monongahela  Street  Railway  Company 
declare  a  dividend  out  of  that  rent  to  the  extent  that! 
[533]  there  are  moneys  available  after  the  payment  of 
incidental  expenses,  such  as  legal  expenses,  and  Philadel-i 
phia  Company,  as  owner  of  a  part  of  the  stock  of  Mononga¬ 
hela  Street  Railway  Company,  receives  a  dividend  on  that; 
stock.  That  dividend  is  netted  on  the  financial  statements 
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of  Philadelphia  Company  for  convenience  and  brevity 
against  the  gross  amount  of  the  rent  which  it  has  actually 
paid  out. 

Q.  Well,  now,  in  your  answer  at  Page  15,  Mr.  Fleger, 
you  have  separately  set  forth  the  amount  of  dividends  and 
interest  received  by  Philadelphia  Company.  That  is  what 
we  are  referring  to  now,  and  the  amount  there  stated  for 
1945  was  $370,927?  A.  Yes. 

Q.  Now,  does  that  $370,927  appear  in  the  dividend  reve¬ 
nues  at  Page  3  of  Exhibit  6?  A.  It  is  not  shown  in  the 
dividend  revenues  because  the  accountants  have  seen  fit, 
apparently,  for  simplification  to  net  it  against  the  gross 
payments,  but  I  would  like  to  make  it  very  clear  that  in  the 
accounts  of  the  company  the  dividends  received  are  treated 
as  dividends  received  and  I  don’t  want  anything  in  this 
record  to  leave  the  impression  that  by  netting  this  dividend 
received  against  the  rent  that  the  rent  which  Philadelphia 
Company  pays  is  treated  by  it  as  a  dividend  on  the  stock 
of  Monongahela  Street  Railway  Company  or  any  of  the 
other  companies  who  are  involved  in  these  guarantees.  The 
situation  leaves  no  room  for  doubt  when  you  consider  the 
fact  that  in  [534]  years  past  the  stockholders  of  Mononga¬ 
hela  Street  Railway  Company  have  not  received  each  and 
every  year  a  dividend  to  the  extent  of  the  rent  paid,  be¬ 
cause  it  has  been  necessary  for  Monongahela  Street  Rail¬ 
way  Company  to  pay  out  of  the  rent  certain  incidental 
expenses,  thereby  clearly  indicating  that  the  payment  by 
Philadelphia  Company  and  the  payment  in  previous  years 
by  Pittsburgh  Railways  Company,  on  behalf  of  Consoli¬ 
dated  as  the  operator,  has  considered  that  a  rental  pay¬ 
ment.  The  guarantee  likewise  makes  it  clear  on  its  face 
that  it  is  a  guarantee  of  the  prompt  payment  of  the  rent  to 
Monongahela  Street  Railway  Company.  The  payment  of 
the  rent  in  each  instance  is  made  to  the  company,  the 
moneys  are  deposited  in  the  treasury,  and  the  directors  of 
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the  Monongahela  Street  Railway  Company,  in  the  case  we 
are  talking  about,  declare  out  of  that  fund  to  the  extent 
that  there  are  moneys  available  after  the  payment  of  ex¬ 
penses,  the  dividend  on  the  common  stock. 

Q.  Now,  on  Page  3  of  Exhibit  6,  further,  Mr.  Finger, 
you  show  an  item  of  $912,515  for  1946,  representing  appro¬ 
priation  to  retirement  reserve  of  gas  properties,  land 
$903,884  for  the  same  item  for  the  year  1945.  Are1  the 
dollar  figures  identical  with  the  amounts  paid  over  by 
Equitable  in  those  years  as  annual  depreciation?  A. 
There  was  a  period  of  time  when  Philadelphia  Company 
was  accruing  depreciation  on  certain  properties  it  owned 
in  addition  to  the  gas  properties  leased  to  Equitable  Gas 
Company.  [535]  I  believe,  however,  that  that  property 
has  since  been  disposed  of.  It  consisted,  I  believe,  of!  in- 
terurban  cars  being  sold  under  an  installment  lease  contract 
to  Pittsburgh  Railways  Company  and,  I  believe,  therefore, 
that  the  appropriation  to  the  retirement  reserve  is  limited, 
as  the  financial  statement  indicates,  to  gas  properties,  and 
it  does  conform  and  is  identical  with  the  amount  of  the 
depreciation  rental  paid  by  Equitable  Gas  Company  to 
Philadelphia  Company  under  the  lease  with  Philadelphia 
Company  in  each  of  those  years. 

Q.  You  further  show  on  Page  3  of  Exhibit  6,  provi¬ 
sion  for  Federal  income  taxes  of  $315,000  in  1946,  and 
$338,500  in  1945.  Does  this  represent  tax  accrual  in 
those  years?  A.  I  wouldn’t  be  prepared  to  say  without 
verification  whether  it  represents  the  tax  accrual  or  fhe 
tax  liability  per  the  return  filed  for  that  period.  I  would 
like  to  verify  that. 

Q.  Your  answer  is  the  same  as  to  both  of  the  years 
1945  and  1946?  A.  Yes.  j 

Q.  Well,  as  a  matter  of  fact,  wouldn’t  it  necessarily  ]be 
accrual  for  1946?  You  haven’t  made  a  payment  of  1946? 


1 


i 


482a  Testimony — Philip  A.  Fleger — Cross. 

A.  Yes,  I  should  make  that  distinction.  It  necessarily  would 
be  as  to  1946,  but  I  am  not  sure  as  to  1945. 

Q.  Now,  Federal  Income  taxes  for  Philadelphia  Com¬ 
pany  and  for  each  of  its  subsidiaries  are  actually  paid  and 
computed  on  a  consolidated  return  basis,  are  they  not? 
[536]  A.  Yes.  Philadelphia  Company  and  its  subsidi¬ 
aries  file  a  consolidated  Federal  income  tax  return  covering 
the  companies  in  the  Philadelphia  Company  group  with 
Standard  Gas  and  Electric  Company,  as  parent  of  the 
group,  and  one  or  two  of  Standard  Gas  and  Electric  Com¬ 
pany’s  subsidiaries  being  included,  such  as  Wisconsin 
Public  Service  Company  and  another  small  company  in 
the  Standard  group. 

[537]  Q.  Are  you  in  a  position  to  tell  us  what  would 
have  been  the  accrual  figure  for  1946,  for  example,  on  Phila¬ 
delphia  Company  had  the  tax  been  determined  on  an  indi¬ 
vidual  basis  rather  than  on  a  consolidated  basis  ?  A.  The 
tax  on  a  separate  return  basis  would  have  been  somewhat 
higher  for  the  year  1946,  but  I  am  under  the  impression 
that  it  would  not  have  been  materially  higher.  I  am  under 
the  impression  that  it  would  have  only  been  something  less 
than  $50,000  higher  had  a  separate  return  been  filed.  I 
might  point  out,  however,  that  the  discontinuance  of  the 
filing  of  the  separate  return  with  Standard  Gas  and  Elec¬ 
tric  Company  does  not  mean  that  a  separate  return  would 
be  filed  by  Philadelphia  Company.  On  the  contrary,  I  think 
that  there  are  indications  that  the  consolidated  return  if 
filed  on  behalf  of  Philadelphia  Company  and  subsidiary 
companies  would  still  effect  tax  savings  for  the  companies 
in  the  group  as  distinguished  from  the  filing  of  separate 
returns. 

Q.  As  a  matter  of  fact,  the  elimination  of  the  Standard 
companies  from  the  consolidated  filing  might  bring  about 
even  greater  tax  savings  to  Philadelphia  Company  and  sub¬ 
sidiaries,  isn’t  that  so?  A.  No,  that  is  not  so.  Before 


1 
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j 

the  payment  of  Standard  Gas  and  Electric  Company’s  debt 
the  savings  from  consolidation  with  Standard  Gas  and 
Electric  Company  to  the  Philadelphia  Company  and  sub¬ 
sidiaries  was  quite  substantial.  Since  the  [538]  payment 
of  the  debt  those  savings  have  been  materially  reduced^  but 
there  nevertheless  are  some  savings  at  the  present  time. 
Whether  that  will  continue  to  be  the  case  will,  of  course, 
depend  upon  the  basis  on  which  Standard  Gas  and  Electric 
Company  is  recapitalized,  or  the  basis  on  which  any  changes 
are  subsequently  made  in  its  capital  structure. 

j 

Q.  Well,  what  I  mean  is  this,  Mr.  Fleger :  At  the  present 
time  isn’t  it  true  that  Standard  and  its  subsidiaries  are 
receiving  certain  benefits  as  a  result  of  the  consolidated  fil¬ 
ing,  which  to  some  extent  would  tend  to  dilute  the  benefits 
which  would  be  obtained  by  Philadelphia  Company  absent 
Standard  and  Wisconsin?  A.  That  definitely  was  not  so 
up  through  the  year  1945  and  it  is  my  recollection  that  it 
is  not  so  as  to  the  year  1946.  What  will  obtain  subsequent 
to  the  year  1946  will  necessarily  depend  upon  the  facts  and 
circumstances  with  respect  to  the  capitalization  of  the  vari¬ 
ous  companies  involved  and  their  earnings. 

Q.  Your  tax  is  computed  at  a  40  per  cent  rate,  is  it,  at 
the  present  time  ?  A.  Yes.  There  is  a  2  per  cent  consoli¬ 
dating  privilege  rate  paid  in  addition  to  the  normal  tax.j 

| 

Q.  Now,  have  calculations  been  made  by  the  companies 
to  comply  with  Rule  U-45(b)(6)  of  the  Commission  that 
would  set  forth  the  computation  of  taxes  for  1945  and  1946 
both  on  the  [539]  consolidated  and  the  individual  filing 
basis?  A.  Yes,  sir.  Necessarily,  each  year  in  connection 
with  the  preparation  of  the  consolidated  tax  return  and 
accruals  the  separate  return  liability  computed  and  the  pro¬ 
portionate  share  of  the  tax  of  the  individual  companies  is 
ascertained  in  conformity  with  Rule  U-45(b)(6). 

Q.  I  wonder  whether  you  would  be  kind  enough  to  pro¬ 
duce  for  a  subsequent  hearing  the  calculations  that  haVe 
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been  made  in  compliance  with  Rule  U-45(b)(6),  which  I 
think  are  a  part  of  the  files  of  your  company?  A.  For 
what  years? 

Q.  For  1945  and  1946,  comparable  to  your  Exhibit  6. 
A.  Yes,  sir. 

Q.  Thank  you. 

Now,  at  page  4  of  Exhibit  6  the  consolidated  balance  sheet 
of  Philadelphia  Company  and  subsidiaries,  you  show  under 
investments  in  street  railways  companies  an  item  there  des¬ 
ignated  “Other”,  involving  $19,620,779.  What  is  the  na¬ 
ture  of  this  item,  Mr.  Fleger?  A.  That  would  include 
securities  of  companies  in  the  Pittsburgh  Railways  system 
other  than  Pittsburgh  Railways  and  its  subsidiaries  and 
would  include,  for  example,  such  companies  in  the  Pitts¬ 
burgh  Railways  system  as  Consolidated  Traction  Company, 
which  is  a  direct  subsidiary  of  Philadelphia  Company  and 
not  a  subsidiary  of  Pittsburgh  Railways  Company. 

[540]  Q.  And  on  what  basis  is  that  dollar  figure  set 
forth  as  representative  of  the  investment?  A.  That  fig¬ 
ure,  of  course,  covers  a  substantial  number  of  different 
classes  of  securities  and  I  wouldn’t  care  to  say  the  precise 
basis  on  which  it  is  carried  without  first  checking  each  item 
in  that  classification. 

Q.  The  very  next  item,  designated  “Others”,  involving 
$8,750,624,  represents  what  type  of  investment,  Mr.  Fleger? 
A.  That  would  include  securities  of  companies  in  the  Pitts¬ 
burgh  Railways  system  that  are  neither  securities  of  Pitts¬ 
burgh  Railways  and  subsidiaries  or  other  street  railway 
subsidiaries  of  Philadelphia  Company,  and  would,  for 
example,  include  securities  of  Pittsburgh  &  Birmingham 
Traction  Company,  which  is  neither  a  subsidiary  of  Pitts¬ 
burgh  Railways  Company  nor  Philadelphia  Company. 

Q.  So  that  the  line  involving  the  $19,620,000  figure 
covers  securities  in  street  railways  companies  which  are 
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subsidiaries  of  Philadelphia  Company  but  not  of  Pitts¬ 
burgh  Railways  Company,  is  that  right?  A.  That  is 
what  I  tried  to  say.  j 

i 

Q.  I  just  want  to  be  sure  I  was  clear  on  it  now.  j  A. 
That  is  right.  j 

Q.  Now,  in  connection  with  page  5  of  Exhibit  6,  I  note 
among  your  current  assets  the  item  “Natural  gas  in  stor¬ 
age,”  after  which  you  stated  parenthetically  “At  co^t  ex¬ 
cept  for  [541]  intercompany  profits  of  approximately 
$230,000.”  Will  you  explain  these  intercompany  profits? 
A.  That  I  believe  represents  the  cost  of  putting  gas  in  stor¬ 
age  including  the  profit  of  an  affiliated  company  such  as  is 
involved  in  the  sale  of  gas,  for  example,  by  Kentucky-West 
Virginia  Gas  Company  to  Pittsburgh  &  West  Virginia  Gas 
Company,  'which  might  be  placed  in  underground  storage 
pools  of  Pittsburgh  &  West  Virginia  Gas  Company,  or  the 
sale  of  gas  from  Pittsburgh  &  West  Virginia  Gas  Company 
to  Equitable  Gas  Company  which  might  be  placed  in  under¬ 
ground  storage  pools  of  Equitable  Gas  Company.  Natu¬ 
rally,  when  Kentucky  sells  gas  to  Pittsburgh  &  West  Vir¬ 
ginia  Gas  Company  there  is  a  profit  in  that  sale.  Similarly, 
when  gas  is  sold  by  Pittsburgh  &  West  Virginia  Gas  Com¬ 
pany  to  Equitable  there  is  a  profit  in  that  sale.  It  is  my 
impression  that  the  figure  of  $1,242,995  to  which  you  refer 
represents  the  cost  of  placing  gas  in  storage  by  both  Pitts¬ 
burgh  &  West  Virginia  Gas  Company  and  Equitable  Qas 
Company  before  deducting  the  approximate  profits  in  con¬ 
nection  with  the  sale  of  the  gas  to  companies  in  the  system. 

1 

Q.  Aren’t  intercompany  profits  ordinarily  eliminated  in 
consolidation?  A.  Yes,  and  presumably  they  would  nor¬ 
mally  be  eliminated  here.  But  I  assume  in  view  of  the  un¬ 
usual  nature  of  the  item  that  the  parenthetical  note  was 
considered  necessary  in  order  to  make  it  entirely  clear,  j 

i 

[542]  Q.  Does  that  indicate  that  the  $1,242,995.99  in¬ 
cludes  $230,000  of  profits?  A.  Yes.  i 


i 
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Q.  Also  on  page  5  of  Exhibit  6,  Mr.  Fleger,  you  have  an 
item  “Capital  stock  expense,  subsidiary  company”  in  the 
amount  of  $307,207.25.  Is  that  subsidiary  there  referred 
to  Duquesne  Light  Company?  A.  It  is. 

Q.  To  what  issue  does  that  capital  stock  expense  pertain? 
A.  I  am  not  prepared  to  say  offhand  whether  that  is  all 
applicable  to  the  presently  outstanding  stock  of  the  com¬ 
pany  or  whether  it  refers  to  other  prior  redeemed  issues. 

Q.  Would  you  be  good  enough  to  check  on  that?  A. 
Yes. 

Q.  On  page  6  of  Exhibit  6,  Mr.  Fleger,  you  set  forth  the 
preferred  stock  of  Consolidated  Gas  Company  of  Pittsburgh. 
Can  you  tell  us  what  are  the  rights  of  such  stock  in  liquida¬ 
tion?  A.  I  cannot  state  offhand  what  the  rights  of  the 
stock  in  question  are  on  liquidation. 

Q.  Is  there  a  redemption  price  on  that  stock  of  Con¬ 
solidated?  A.  The  stock,  of  course,  is  non-callable ;  hence, 
no  redemption  price. 

Q.  I  wonder  whether  you  would  be  kind  enough  to  check 
and  ascertain  whether  or  not  there  are  any  rights  of  the 
[543]  Consolidated  preferred  stock  in  liquidation  and  also 
whether  there  are  any  specific  rights  in  connection  with 
merger  and  report  back  subsequently?  A.  Yes. 

Q.  On  page  8  of  Exhibit  6  we  have  an  item  of  $862,891.97 
for  1946  under  operating  revenues  designated  “from  affili¬ 
ated  companies — gas.”  Would  you  tell  us  what  constitutes 
the  gas  revenues,  the  revenues  of  what  company?  A. 
That  would  be  Kentucky-West  Virginia  Gas  Company  and 
Pittsburgh  &  West  Virginia  Gas  Company. 

Q.  Those  represent  sale  by  Kentucky-West  Virginia  to 
others  than  Pittsburgh  &  West  Virginia  and  in  the  case  of 
Pittsburgh  &  West  Virginia  sales  of  gas  to  others  than 
Equitable?  A.  That  is  right. 
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Q.  At  page  12  of  Exhibit  6,  Mr.  Fleger,  with  reference 
to  the  amortization  of  electric  plant  acquisition  adjustment, 
you  testified  on  Friday  that  there  were  outstanding  Orders 
of  the  Federal  Power  Commission  and  of  the  Pennsylvania 
Utilities  Commission  covering  the  accounting  treatment. 
Are  those  the  same  orders  that  I  requested  you  to  cite  for 
the  record  earlier  today?  A.  Yes.  And  I  would  like 
to  explain  that  in  addition  to  the  fact  that  the  Pennsylvania 
Public  Utility  Commission  agreed  that  the  company  could 
charge  the  amortization  in  question  as  [544]  an  operating 
expense,  the  Federal  Power  Commission  agreed  at  the  same 
time  that  the  Company  could  accord  this  treatment  to 
the  item  for  all  accounting  purposes,  for  all  report  purposes, 
with  the  exception  that  the  Federal  Power  Commissiofi  de¬ 
sired  the  company  to  show  the  amortization  in  its  reports 
to  the  Federal  Power  Commission  as  an  income  deduction. 
In  other  words,  the  Federal  Power  Commission  has  ex¬ 
pressly  agreed  that  in  the  published  statements  of  the  com¬ 
pany,  in  the  annual  reports  of  the  company,  that  the  item 
can  be  shown  as  an  operating  expense  or  operating  revienue 
deduction.  That  was  expressly  agreed  to  before  the  orders 
that  you  referred  to  were  entered. 

Q.  At  page  13  of  Exhibit  6,  Mr.  Fleger,  the  condensed 
balance  sheet  of  Equitable  Gas  Company,  I  note  an  item 
designated  “Advance  payments  to  affiliated  company1  for 
gas”  in  the  amount  of  $631,887.  Would  you  please  explain 
the  nature  of  this  item?  A.  This  represents  payments 
made  to  the  Finleyville  Oil  and  Gas  Company,  I  believe,  in 
accordance  with  the  contract  with  that  company  for  the 
purchase  of  gas  by  Equitable  Gas  Company.  At  least  that 
is  my  present  recollection. 

Q.  What  is  the  general  nature  of  that  contract  and  why 
does  it  provide  for  advance  payments?  A.  The  contract 
which  was  made  at  the  time  that  Philadelphia  Company 
financed  the  purchase  of  Finleyville  Oil  and  Gas  Company 
in  order  to  obtain  the  additional  supply  of  gas  [545]  from 
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Finleyville  for  Equitable,  in  order  to  assure  the  payment 
of  the  mortgage  obligations  assumed  in  connection  with  the 
purchase  of  that  company,  provided  that  Equitable  Gas 
Company  would  pay  to  Finleyville  Oil  and  Gas  Company 
a  stipulated  amount  or  minimum  amount  for  gas  purchased 
from  Finleyville  Oil  and  Gas  Company,  that  amount  being 
due  irrespective  of  whether  or  not  Equitable  Gas  Company 
took  gas  up  to  the  amount  of  such  minimum  payments. 
The  result  is  that  over  the  contract  period  Equitable  Gas 
Company  has  paid  sums  which  are  in  excess  of  the  unit 
charge  applicable  to  gas  actually  delivered  to  it.  I  would 
like  to  point  out — and  with  the  indication  that  of  course  I 
propose,  after  I  have  had  a  chance  to  refresh  my  recollec¬ 
tion  of  the  details  of  the  contract,  to  come  here  and  spread 
on  the  record  the  complete  facts  with  regard  to  that  trans¬ 
action,  not  just  a  part  of  them — that  the  purchase  of  the 
Finleyville  Oil  and  Gas  Company  not  only  enabled  the 
Equitable  Gas  Company  to  get  an  additional  supply  of  gas 
at  that  time  but  that  it  enabled  the  Equitable  Gas  Company 
to  get  the  business  of  a  rather  important  industrial  cus¬ 
tomer  in  Pittsburgh,  namely,  the  Mesta  Machine  Company, 
and  the  company  has,  in  the  view  of  the  operating  people 
of  the  Equitable  Gas  Company,  obtained  in  that  fashion  a 
substantial  amount  of  business  that  it  would  not  otherwise 
have  obtained.  The  Philadelphia  Company,  on  the  other 
hand,  is  in  the  position  of  having  advanced  something  in 
the  neighborhood  of,  I  believe,  [546]  $400,000  in  order  to 
permit  the  purchase  of  this  company,  and,  as  I  indicated 
this  morning,  the  estimated  remaining  reserves  in  the  Fin¬ 
leyville  Oil  and  Gas  Company  are  such  that  it  is  clear  that 
Philadelphia  Company  will  incur  a  loss  of  approximately 
that  amount  in  connection  with  this  venture.  As  a  separate 
analysis  of  the  transaction  will  show,  this  is  an  outstanding 
example  of  the  parent  company  in  this  system  having 
financed  the  acquisition  of  additional  resources  to  the  benefit 
of  a  subsidiary  and  to  the  detriment  of  the  parent  company. 
I  think  it  is  impossible  to  sum  up  in  a  few  words  the  entire 
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story  in  respect  to  the  Finleyville  Oil  and  Gas  Company 
purchase  and  operation.  Unfortunately,  the  transaction  in 
the  over-all  picture  is  rather  small,  and  it  may  seem  like 
a  waste  of  time  to  do  all  of  the  work  that  is  going  to  be 
involved  in  spreading  on  the  record  the  facts  with  regard 
to  that  transaction,  but  I  think  now  that  the  question  ha.s 
been  raised  that  is  what  we  will  have  to  do. 

The  Examiner:  In  view  of  what  you  just  said, 
should  there  not  be  a  reserve  set  up  against  that 
item?  j 

The  Witness:  The  matter  is  immediately  under 
consideration,  Mr.  Examiner,  and  in  view  of  the 
studies  that  have  been  recently  made  in  connection 
with  this  matter,  in  so  far  as  the  future  of  Finleyville 
Oil  and  Gas  Company  is  concerned,  it  may  well  be 
considered  desirable  to  do  so.  On  the  other  hand^ 
there  again,  the  Finleyville  Oil  and  Gas  Company 
is  merely  a  [547]  matter  of  this  gas  company  set  up, 
which  we  propose  to  reorganize.  I  personally  see: 
no  need  for  dealing  with  the  problem  presented  by 
the  Finleyville  Oil  and  Gas  Company  situation  in 
advance  of  the  reorganization  of  the  balance  of  the! 
gas  company  setup.  It  does  not  involve  either  a  re¬ 
serve  or  a  possible  chargeoff  that  can  have  a  material 
effect  on  the  balance  sheet  of  Philadelphia  Company,  j 
Some  provision,  for  example,  will  have  to  be  made  as  ! 
to  the  future  operation  of  the  Finleyville  Oil  and  Gas 
Company.  We  believe  that  the  simplest  and  cleanest-  i 
cut  way  of  handling  it  would  be,  as  I  have  indicated  j 
we  propose  to  do  in  connection  with  the  reorganiza¬ 
tion  of  the  gas  properties,  namely,  to  have  the  prop-  i 
erty  of  the  gas  company  acquired  by  the  Equitable  j 
Gas  Company,  eliminated  as  a  separate  entity. 

| 

Q.  This  obligation  for  advanced  payments  to  which  you  j 
have  just  testified  is  tied  up,  is  it  not,  with  the  option  ar-  | 

i 

i 
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rangement  as  to  which  we  spoke  briefly  this  morning?  A. 
Well,  it  is  tied  up  with  the  whole  arrangement  under  which 
the  Finlevville  Oil  and  Gas  Company  was  acquired. 

Q.  Can  you  tell  us  for  1946,  for  example,  how  much 
Equitable  paid  to  Finleyville  and  against  that  the  dollar 
value  of  the  gas  actually  taken  in  1946  by  Equitable  from 
Finleyville?  A.  No,  I  can  not. 

Q.  Would  you  ascertain  that  and  report  it  back? 
[548]  A.  Yes. 

Q.  For  the  year  1945  as  well. 

In  your  pending  case  before  the  Pennsylvania  Public 
Utilities  Commission  involving  the  rates  of  Equitable  Gas 
Company,  do  these  payments  to  Finleyville  appear  as  oper¬ 
ating  expense  items?  A.  To  the  extent  that  they  do  they 
would  have  been  passed  upon  by  the  State  Commission  on 
the  question  of  whether  or  not  they  represented  a  reason¬ 
able  operating  expense. 

Q.  Now  will  you  please  answer  my  question?  A.  I 
tried  to  answer  it  without  making  it  necessary  for  me  to 
verify  the  figure.  I  can  ascertain  that  definitely.  I  don’t 
remember  every  operating  expense  figure  that  was  put  into 
the  Equitable  Gas  rate  case,  and  if  you  wish  the  figure,  I  will 
be  very  glad  to  get  it. 

Q.  I  would  appreciate  it  if  you  will,  Mr.  Fleger.  A. 
But  as  I  said  before,  all  of  the  operating  expenses  of  the 
Equitable  Gas  Company  were  passed  upon  by  the  State 
Commission  as  to  their  reasonableness  in  that  case. 

Q.  Has  a  decision  been  rendered  in  that  case?  A.  It 
has,  by  the  State  Commission,  and  it  has  been  appealed  to 
the  Superior  Court  and  the  case  has  been  argued  and  will 
be  the  subject  of  a  decision  within  the  next  month  or  so. 

The  Examiner:  We  will  take  a  recess  for  five 
minutes. 

(Short  recess.) 


i 
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[549]  By  Mr.  Guttmann:  j 

i 

Q.  Now  still  on  page  13,  Mr.  Fleger,  under  current  lia¬ 
bilities  of  Equitable  Gas  Company  you  show  indebtedness 
to  affiliated  companies.  What  is  the  nature  of  that  item? 
A.  That  is  interest  on  indebtedness  owing  to  Philadelphia 
Company  and  Pittsburgh  &  West  Virginia  Gas  Company. 

[550]  Q.  At  page  15,  Mr.  Fleger,  Pittsburgh  &  Wdst 
Virginia  Gas  Company’s  condensed  balance  sheet,  will  you 
please  explain  the  item  “Indebtedness  to  affiliated  com¬ 
panies”  there  appearing?  A.  I  wall  have  to  verify  th^t, 
Mr.  Guttmann. 

i 

I 

Q.  Does  any  part  of  the  earned  surplus  of  Pittsburgh 
&  West  Virginia  Gas  Company,  set  forth  on  page  15  of 
Exhibit  6,  represent  unpaid  billings  for  gas,  due  fropi 
Equitable  Gas  Company?  A.  Not  to  my  knowledge,  j 

Q.  In  the  course  of  your  testimony  on  Kentucky- West 
Virginia  Gas  Company,  I  believe  you  stated  that  orders 
had  been  issued  by  both  the  Federal  Power  Commission  and 
the  Kentucky  Public  Service  Commission  approving  the 
original  cost  determination  of  that  company,  is  that  rightj? 
A.  Yes,  and  the  determination  of  original  cost  as  to  thqt 
company  resulted  in  no  change  in  the  net  property  account 
of  the  company,  because  whereas  there  was  determined  to 
be  an  excess  of  book  cost  over  original  cost,  the  Commis¬ 
sions  recognized  that  there  was  an  offsetting  excess  of 
accrued  depreciation  and  the  excess  of  book  cost  over 
original  cost  was  charged  against  the  depreciation  reserve, 
with  the  result  that  the  net  property  account  was  the  same 
after  the  approval  of  this  original  cost  as  it  had  been  prior 
thereto.  j 

Q.  Can  you  for  the  record  give  us  citations  of  the 
[551]  orders  of  the  Federal  Power  Commission  and  the 

Kentucky  Commission,  approving  the  original  cost?  AL 

I  can’t  recall  the  numbers  offhand,  but  I  will  try  to  get 
them.  ! 


i 
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Q.  I  mean,  will  you  provide  it?  A.  Surely. 

Q.  Thank  you.  Now,  page  19  of  Exhibit  6,  Mr.  Fleger, 
Allegheny  County  Steam  Heating  Company,  its  con¬ 
densed  balance  sheet,  will  you  explain  the  nature  of  that 
company’s  indebtedness  to  affiliated  companies  not  current? 
A.  That  represents  loans  payable  to  the  parent  company  of 
the  Allegheny  County  Steam  Heating  Company,  Duquesne 
Light  Company. 

Q.  How  did  those  obligations  arise?  A.  I  wouldn’t 
be  able  to  give  you  a  detailed  explanation  of  the  history  of 
those  loans,  without  consulting  the  records. 

Q.  Will  you  do  so?  A.  Surely. 

Q.  Page  22,  Mr.  Fleger,  you  set  forth  for  Equitable 
Real  Estate  Company  on  its  condensed  balance  sheet,  an 
item  “Indebtedness  to  affiliated  companies”.  Will  you 
describe  that  item?  A.  That  represents  notes  or  open 
accounts  payable  to  Philadelphia  Company  and  arose  in 
connection  with  dividend  declarations  by  Equitable  Real 
Estate  Company  which  were  [552]  paid  either  in  the  form 
of  notes  or  in  the  form  of  open  accounts  payable. 

Q.  Page  23,  Equitable  Sales  Company  condensed  bal¬ 
ance  sheet,  you  show  indebtedness  to  affiliated  companies. 
What  is  the  nature  of  that  item?  A.  That  represents 
loans  or  notes  payable  to  Philadelphia  Company  and  repre¬ 
sents  cash  advances  by  Philadelphia  Company  to  Equitable 
Sales  Company  in  prior  years,  to  finance  the  operations  of 
the  Sales  Company. 

Q.  Do  you  have  any  opinion  as  to  whether,  in  case  of 
liquidation  of  Equitable  Sales  Company,  which  I  under¬ 
stand  is  presently  under  way,  creditors  receive  100  per 
cent?  A.  I  am  afraid  I  don’t  understand  your  question. 

Q.  Would  Philadelphia  Company,  in  your  opinion,  on 
the  liquidation  of  Equitable  Sales  Company,  receive  back 
100  per  cent  of  the  moneys  by  it  loaned  to  Equitable  Sales 
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Company  in  the  past?  A-  It  would  not  receive  back  100 
per  cent,  but  it  would  receive  back  a  substantial  payment.' 

Q.  What  do  you  mean  by  a  substantial  payment,  Mr. 
Fleger?  A.  Well,  it  is  my  offhand  impression  that 
Equitable  Sales  Company  has  cash  and  other  current  assets 

in  the  amount  of  more  than  $350,000.  ! 

i 

Q.  What  is  the  nature  of  its  other  current  assets,  other 
than  cash?  [553]  A.  Accounts  receivable  and  some 
small  amount  of  property  used  in  the  business  of  the 
Equitable  Sales  Company.  j 

Q.  What  type  of  property  is  that?  A.  Office  ma¬ 
terials,  furniture  and  supplies. 

I 

Q.  And  how  much  of  the  $364,823  of  current  assets  is 
represented  by  cash?  A.  I  don’t  know  offhand,  but  a 
very  substantial  part  of  it. 

I 

Q.  Will  you  ascertain  that  for  us,  please?  A.  Yes. 

j 

Q.  What  was  the  nature  of  the  income  deductions 
charged  in  1945  and  1946  in  connection  with  Equitable  Sales 
Company?  A.  That  w'ould  represent  interest  on  indebt* 
edness  of  Equitable  Sales  Company.  j 

i 

Q.  On  page  25  of  Exhibit  6,  Mr.  Fleger,  Finleyville  Oil 
&  Gas  Company’s  condensed  balance  sheet  shows  indebted-j 
ness  to  affiliated  company.  What  is  this  item?  A.  That 
represents  the  indebtedness  of  Finleyville  Oil  &  Gas  Com-! 
pany  to  Philadelphia  Company,  representing  the  amount 
approximately  loaned  by  Philadelphia  Company  to  that 
company  in  connection  with  its  acquisition  from  non-affili-, 
ated  interests.  j 

i 

The  Examiner:  Is  that  the  item  of  $400,000  that! 
you  spoke  about  previously  as  an  advance? 

The  Witness:  That  is  right. 
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[554]  By  Mr.  Guttmann: 

Q.  The  item  designated  “Deferred  credit”  of  $631,887, 
I  take  it,  is  the  advance  that  we  have  referred  to  earlier  in 
cross-examination  on  Gas?  A.  By  Equitable  Gas  Com¬ 
pany? 

Q.  By  Equitable.  A.  Yes. 

Q.  What  is  the  nature  of  the  income  deductions  for 
1945  and  1946  on  Finleyville?  A.  That  is  interest  on 
indebtedness  to  Philadelphia  Company. 

Q.  At  the  top  of  page  28,  the  first  paragraph  refers  to 
revaluation  of  the  central  office  building  on  the  books  of 
Equitable  Real  Estate  Company  in  1925?  A.  Yes. 

Q.  Can  you  tell  us  at  this  time  when  Equitable  acquired 
that  property?  A.  The  property  was  acquired  in  1924. 

Q.  I  believe  that  one  of  the  matters  that  you  are  still 
to  check  will  involve  the  correctness  of  your  recollection 
that  that  acquisition  was  from  Consolidated,  is  that  right? 
A.  That  is  right. 

Q.  And  will  you  also  ascertain  for  us  at  the  same  time 
the  figure  at  which  Consolidated  carried  the  property  on  its 
books,  prior  to  the  acquisition  by  Equitable  Real  Estate 

[555]  Company?  A.  Yes. 

Q.  In  connection  with  Exhibit  8,  Mr.  Fleger,  I  note 
that  Rate  J.  Street  Railway  Service,  reflects  a  change  in¬ 
stituted  in  August  of  1937  in  the  determination  of  cost  of 
production.  Will  you  indicate  the  nature  of  that  change? 
A.  Prior  to  1937,  my  recollection  is  that  the  rate  charged 
by  Duquesne  Light  Company  for  electric  service  supplied 
Pittsburgh  Railways  Company  was  prescribed  in  a  contract 
between  the  two  companies,  which  was  on  file  with  the  Penn¬ 
sylvania  Commission. 

About  that  time  the  charge  for  said  service  was  reduced 
to  the  form  of  a  rate  in  accordance  with  the  Commission’s 
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requirements,  although  the  nature  of  the  charge  was  not, 
to  my  knowledge,  substantively  altered  from  what  it  hjad 
been  in  the  contract  to  which  X  refer.  It  would  be  my  ijn- 
pression  that  the  cost  of  production  or  determination  of 
cost  of  production  when  Rate  J  was  prepared  was  made  to 
conform  with  the  System  of  Accounts  of  the  Pennsylvania 
Commission.  However,  I  wouldn’t  be  entirely  certain  of 
that,  without  examining  the  rate  schedule,  as  then  filed, 
with  respect  to  this  item. 

Q.  In  connection  with  Philadelphia  Exhibit  9,  Mr. 
Fleger,  can  you  tell  us,  with  reference  to  each  of  the  electric 
util- [556] -ities  designated  on  that  sheet,  which  are  part  of 
a  combined  gas  and  electric  operation  and  which  ai*e 
straight  electric  companies?  A.  West  Penn  Power  is 
entirely  electric.  Pennsylvania  Power  is  entirely  electrbp. 

Philadelphia  Electric  has  some  gas  operations.  I  am 
not  certain  whether  they  are  conducted  by  the  corporate 
entity,  Philadelphia  Company,  though.  I  am  not  prepared 
to  say  offhand  whether  the  balance  of  the  companies  are 
pure  electric  or  combined  electric  and  gas.  j 

i 

Q.  You  have  listed  what  you  designate  as  major  com¬ 
munities  served  on  Exhibit  9.  A.  That  is  correct. 

Q.  Can  you  tell  us  the  population  of  each  of  those  com-! 
munities?  A.  No.  I  couldn’t  tell  you  that  offhand.  j 

j 

Q.  Can  you  tell  us  the  rate  schedules  that  are  in  effect?! 
A.  I  might  say  this  group  of  companies  represents  the. 
largest  communities  served  in  the  State  of  Pennsylvania. 

Q.  But  you  don’t  know  the  population  of  any  of  them?; 
A.  Not  offhand.  The  communities  were  selected  on  the! 
basis  of  population,  but  I  don’t  recall  offhand  what  the  j 
population  of  each  of  them  is. 

i 

Q.  Do  you  know  the  rate  schedules  in  effect  for  resi¬ 
dential  service  by  each  of  these  companies?  [557]  A.  Do  j 

vou  mean  do  I  remember  them  offhand?  | 

*  j 

i 

i 

j 

i 

I 

i 

! 

i 
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Q.  No;  do  you  know  them?  Have  you  considered  them 
in  the  preparation  of  this  exhibit?  A.  I  am  not  sure 
that  I  know  what  you  mean  when  you  say  have  I  consid¬ 
ered  them. 

Q.  In  the  preparation  of  the  exhibit  have  you,  for 
example,  ascertained  whether  or  not  these  various  com¬ 
panies  enumerated  on  Exhibit  9  have,  in  effect,  a  block 
form  of  rate?  A.  No,  we  merely  computed  the  typical 
net  monthly  bills  for  the  blocks  of  consumption  there  indi¬ 
cated,  on  the  basis  of  the  tariffs  of  each  of  the  companies 
presently  in  effect. 

Q.  Why  did  you,  for  example,  take  40  kilowatt  hours, 
100  kilowatt  hours,  and  250  kilowatt  hours,  as  the  steps  at 
which  to  set  forth  the  rates,  or  the  typical  net  monthly  bills, 
as  you  call  them  here,  in  Exhibit  9?  A.  That  classifica¬ 
tion,  in  the  judgment  of  our  rate  department,  most  appro¬ 
priately  provides  a  basis  for  comparison  on  the  basis  of 
typical  net  monthly  bills. 

Q.  I  call  your  attention  to  Philadelphia  Exhibit  11,  Mr. 
Fleger,  and  in  that  connection,  I  ask  whether,  in  the  event 
the  present  rates  of  Equitable  Gas  Company  should  be 
permitted  to  be  increased  to  the  extent  sought  by  the  Com¬ 
pany,  what  then  would  be  the  position  of  Equitable  for  each 
of  the  blocks  set  forth  on  Exhibit  11,  with  regard  to  the 
other  companies  there  listed?  [558]  A.  The  position 
would  be  virtually  identical  with  that  of  Manufacturers 
Light  &  Heat  Company  and  Peoples  Natural  Gas  Company, 
as  applied  to  its  Pittsburgh  operations,  because  the  rate 
schedule  contemplated  by  the  proposed  increase  in  the 
rates  of  Equitable  Gas  Company  is  identical  with  that  of 
the  two  companies  mentioned  presently  in  effect,  with  the 
exception  that  we  omit  one  limited  step  or  block  that  is 
contained  in  the  Peoples’  and  Manufacturers’  rates. 

The  omission  of  that  step  operates  to  make  the  pro¬ 
posed  Equitable  rates  slightly  below  the  Peopl-e ’s  and 
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Manufacturers’  rates,  as  to  a  certain  limited  amount  of  con¬ 
sumption.  In  all  other  respects,  the  rates  would  be  identical. 

[559]  Q.  I  next  suggest  your  attention  to  Philadelphia 
Exhibits  13  and  14,  Mr.  Fleger.  The  agreements  therein 
contained,  dated  November  8,  1937,  will  expire  by  their 
terms  on  November  30  of  this  year;  is  that  not  so?  ;A. 
That  is  right.  j 

Q.  Have  any  steps  been  taken  with  regard  to  negotiating 
a  new  contract?  A.  There  have  been.  The  matter  has 
been  the  subject  of  some  discussion,  and,  as  the  record  in 
the  proceeding  before  this  Commission  in  connection  with 
the  proposed  dissolution  of  Louisville  Gas  and  Electric 
Company  of  Delaware  will  show,  I,  on  behalf  of  Kentucky 
West  Virginia  Gas  Company,  and  Mr.  McKenna,  on  behalf 
of  the  Louisville  Gas  and  Electric  Company,  have  expressed 
the  opinion  that  the  contract  between  those  two  companies 
should  be  renewed  on  substantially  the  same  terms  as  the 
present  contract.  It  necessarily  follows  that  it  would  be 
my  view  that  the  contract  between  Kentucky  West  Virginia 
Gas  Company  and  Pittsburgh  and  West  Virginia  Gas  Com¬ 
pany  should  be  renewed  on  substantially  the  same  terras 
as  the  present  contract.  The  contract  will  probably  be  the 
subject  of  consideration  by  the  board  of  directors  of  Ken¬ 
tucky  West  Virginia  Gas  Company  at  the  quarterly  meeting 
which  will  be  held  some  time  in  the  middle  or  latter  part 
of  this  month. 

i 

Q.  I  think  you  have  already  suggested  that  Louisville 
Gas  Company  has  recently  closed  a  contract  with  the  Ten¬ 
nessee  [560]  Gas  and  Transmission  Company  under  which 
it  obtains  quantities  of  Texas  gas  presently,  is  that  not 
so?  A.  Yes.  It  is  buying  from  the  Tennessee  Gas  and 
Transmission  Company  gas  in  the  amount  of  something 
above  10  million  cubic  feet  per  day  on  a  100  per  cent  load 
factor  basis. 

Q.  And  this  will  probably  result  in  Louisville  taking  a 
lesser  quantity  of  gas  from  Kentucky  West  Virginia  Gas 


I 


i 
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Company  than  it  previously  did?  A.  It  will  result  in 
Louisville  Gas  and  Electric  Company  taking  a  less  quantity 
of  gas  from  Kentucky  West  Virginia  Gas  Company  than 
has  been  taken  from  that  company  in  recent  years,  but  I 
would  not  be  prepared  to  say  whether  it  will  involve  taking 
an  amount  smaller  than  obtained  with  the  present  contract 
of  November  8,  1937,  which  was  entered  into  between  Ken¬ 
tucky  West  Virginia  Gas  Company  and  Louisville  Gas  and 
Electric  Company. 

Q.  I  next  direct  your  attention  to  Exhibit  18,  Mr.  Fleger. 
This  exhibit  is  not  designed  to  include  open  account  indebt¬ 
edness  not  current  of  any  of  the  companies,  is  it?  A.  No. 
That  is  apparent  on  the  face  of  the  exhibit. 

Q.  The  exhibit  shows  that  Philadelphia  Company  has 
$270,200  of  preferred  stock,  $4,000,000  of  common,  and 
$1,131,354  of  notes  of  Consolidated  Gas  Company  of  Pitts¬ 
burgh.  Can  you  tell  us  in  what  amount  these  investments 
are  carried  on  the  [561]  corporate  balance  sheets  of  Phil¬ 
adelphia  Company?  A.  It  is  my  present  impression  that 
those  securities  have  been  written  down  in  the  corporate 
balance  sheet  of  Philadelphia  Company  to  something  less 
than  the  face  amount  of  the  securities.  I  wouldn’t  be  pre¬ 
pared  to  say  without  checking  the  records  as  to  just  what 
the  situation  is  in  that  respect. 

Q.  Will  you  check  the  record  and  report  back  on  that? 
A.  I  will  do  that. 

Q.  Incidentally,  what  are  the  assets  of  Consolidated  Gas 
which  would  be  available  in  liquidation?  A.  As  I  have 
already  testified,  Consolidated  Gas  Company  has  no  prop- 

ertv  or  assets  todav. 

*  •> 

Q.  What  did  Philadelphia  Company  receive  as  consid¬ 
eration  for  its  guarantee  of  payment  of  dividends  on  the 
publicly  held  preferred  stock  of  Consolidated,  Mr.  Fleger? 
A.  I  have  already  testified  that  the  guarantee  was  made  as 
a  means  of  settling  then  pending  litigation  between  certain 
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of  the  preferred  stockholders  of  Consolidated  Gas  Company 
of  the  City  of  Pittsburgh  and  the  Philadelphia  Company 
and  presumably  the  company  made  the  guarantee  as  con¬ 
stituting  a  reasonable  settlement  of  the  litigation. 

Q.  Do  you  have  in  the  files  of  the  company  the  agree¬ 
ments  and  guarantees  giving  rise  to  this  guarantee  arrange¬ 
ment  of  the  Consolidated  preferred  stock  publicly  held? 
A.  Necessarily  we  have  the  guarantee  because  it  is  [562] 
stamped  right  on  the  outstanding  stock  certificates.  I  am 
not  prepared  to  say  whether  there  were  any  actual  agree¬ 
ments  made  pursuant  to  which  the  guarantee  was  rniade, 
but  if  there  was  such  agreement,  why,  we,  of  course,  would 
have  a  copy  of  it  in  our  file. 

Q.  In  that  event,  will  you  furnish  it?  A.  Yes. 

Q.  Referring  to  Exhibit  18,  Philadelphia  Company, 
would  you  please  designate  on  the  record  which  of  the 
securities  outlined  on  that  chart  are  securities  guaranteed 
by  Philadelphia  Company?  A.  Philadelphia  Company 
has  guaranteed  dividends  of  4  per  cent  on  the  preferred 
stock  of  Consolidated  Gas  Company  of  the  City  of  Pitts¬ 
burgh,  which  we  have  just  bden  discussing,  and  which  is 
held  by  the  public.  The  amount  in  the  hands  of  the  public 
is  $1,729,S00.  The  Philadelphia.  Company  has  also  guaran¬ 
teed  the  principal  and  interest  of  the  $980,067  of  general 
mortgage  bonds  of  Pittsburgh  Railways  Company  owned 
by  the  public. 

The  Examiner:  That  is  the  general  mortgage  5’s, 
isn’t  it?  | 

The  Witness:  That  is  right.  That  is  the  extent 
of  the  guarantees  by  Philadelphia  Company  of  these 
securities  shown  on  this  chart,  Philadelphia  Exhibit 

18.  ! 

i 

By  Mr.  Guttmann:  j 

Q.  Now,  in  addition  to  those  guarantees,  what  other 
[563]  guarantees  are  outstanding  on  securities  as  to  which 

i 

i 

i 

i 

1 

: 
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Philadelphia  Company  stands  as  guarantor?  A.  There 
are  no  outstanding  guarantees  by  Philadelphia  Company 
in  addition  to  those  that  I  have  mentioned  of  securities.  The 
other  guarantees  of  Philadelphia  Company  are  the  guar¬ 
antee  of  the  payment  of  the  rent  and  performance  of  the 
covenants  of  the  lessee  of  the  lease  between  Consolidated 
Traction  Company  and  Monongahela  Street  Railway  Com¬ 
pany  of  1902,  the  guarantee  of  the  payment  of  the  rent  and 
the  covenants  of  the  lessee  in  the  lease  between  Consoli¬ 
dated  Traction  Company  and  Suburban  Rapid  Transit 
Street  Railway  Company  of  1902,  the  guarantee  of  the  pay¬ 
ment  of  the  rent  and  the  covenants  of  the  lessee  in  the 
lease  between  United  Traction  Company  of  Pittsburgh  and 
the  Pittsburgh  and  Birmingham  Traction  Company  of  1902. 
In  addition,  Philadelphia  Company  has  guaranteed  the 
covenants  of  the  lease  between  Duquesne  Light  Company, 
formerly  Allegheny  County  Light  Company,  and  Mononga¬ 
hela  Light  &  Power  Company  of  1902. 

Q.  I  show  you  Commission’s  Exhibit  154,  in  File  54-72 
and  ask  whether  that  sets  forth  all  of  the  guarantees  on 
wdiich  Philadelphia  Company  is  liable,  Mr.  Fleger.  A. 
That  statement,  of  course,  includes  in  addition  to  the  guar¬ 
antees  that  I  have  mentioned,  guarantees  of  Philadelphia 
Company  with  respect  to  obligations  for  securities  that 
have  been  acquired  by  Philadelphia  Company  and  which 
therefore  do  not  [564]  involve  any  expenditures  of  money 
to  others  than  Philadelphia  Company.  The  guarantees 
which  I  have  enumerated  are  all  of  the  guarantees  which 
at  the  present  time  are  on  obligations  or  securities  or  under 
contracts  of  which  Philadelphia  Company  is  not  presently 
the  owner,  and  in  addition  I  would  like  to  point  out  that 
the  statement  to  which  you  refer  sets  forth  certain  securi¬ 
ties  as  guaranteed  by  Philadelphia  Company  and  of  course 
the  guarantees  in  many  of  those  instances  are  guarantees 
of  the  covenants  of  the  leases  to  which  I  refer.  For 
example,  Monongahela  Street  Railway  Company’s  first 
refunding  mortgage  bonds  due  December  1,  1958,  the 
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guarantee  with  respect  to  those  bonds  is  literally  a  guar¬ 
antee  of  the  performance  of  the  covenants  of  Consolidated 
Traction  Company  as  lessee  of  Monongahela  Street; Rail¬ 
way  Company. 

Q.  All  of  that  is  explained  in  Commission  Exhibit  154 
in  File  54-72,  is  it  not?  A.  Yes.  It  specifically  states  that 
the  guarantee  in  the  instances  that  I  have  referred  to  does 
not  cover  the  guarantee  of  the  security  but  the  guarantee 
of  a  lease  covenant. 

[565]  Q.  Have  there  been  any  changes  since  December 

31,  1942,  the  date  of  the  preparation  of  that  exhibit,  which 

should  be  noted  in  connection  with  the  exhibit?  A.  I 

« 

would  say  that  there  have  been  no  changes  with  respect  to 
the  guarantees  of  Philadelphia  Company  since  the  da)te  of 
this  exhibit. 

i 

I 

Q.  That  exhibit,  by  the  way,  covers  only  the  guarantees 
relating  to  Railways,  is  that  not  correct?  A.  That  is 
correct. 

Mr.  Guttmann:  At  this  time,  if  Your  Honor 
please,  I  offer  in  evidence  by  reference  as  Commis¬ 
sion’s  Exhibit  A-16,  the  document  referred  to  as 
Commission’s  Exhibit  154  in  Docket  54-72. 

Mr.  Hackney:  Where  did  the  exhibit  come  from, 
Mr.  Guttmann? 

Mr.  Guttmann:  Mr.  Fleger  will  doubtless  advise 
us  as  to  the  source. 

The  Witness:  I  am  sure,  Mr.  Guttmann,  that  we 
prepared  the  exhibit  in  Pittsburgh. 

i 

Mr.  Guttmann:  Thank  you,  sir. 

The  Examiner:  Any  objection? 

The  Witness:  I  assume  that,  without  saying  so, 
we  have  a  right  to  check  it  if  we  find  any  errors  in  it. 
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Mr.  Hackney:  We  want  the  right  to  check  the 
exhibit,  Mr.  Examiner. 

The  Examiner:  All  right.  It  will  come  in  subject 
to  any  [566]  check. 

Commission’s  Exhibit  154  in  Docket  54-72  will  be 
incorporated  in  this  record  by  reference  as  Commis¬ 
sion’s  A-16  subject  to  any  change. 

[Overnight  recess.] 

[570]  By  Mr.  Guttmann: 

Q.  Mr.  Fleger,  there  are  outstanding  agreements  between 
Duquesne  Light  Company  and  West  Penn  Power  Company 
at  the  present  time,  are  there  not?  A.  Duquesne  Light 
Company  has  an  interconnection  with  West  Penn  Power 
Company  and  power  is  interchanged  between  companies 
pursuant  to  mutual  arrangement. 

Q.  Is  that  pursuant  to  an  agreement?  A.  As  will  ap¬ 
pear  from  the  A-2  registration  statement  of  Philadelphia 
Company,  Registration  No.  2-4764,  which  has  been  offered 
in  evidence  by  Philadelphia  Company  by  reference  in  these 
proceedings,  and  specifically  on  page  104,  subparagraph 
5 - 

Q.  And  103  also,  Mr.  Fleger,  sub-paragraph  4?  A. 
Let  me  finish  my  statement  and  then  I  will  comment  on 
your  observation. 

Sub-paragraph  5,  an  agreement  was  entered  into  as  of 
July  1,  1918,  which  has  since  been  amended  several  times 
prescribing  the  terms  under  which  energy  is  to  be  inter¬ 
changed  between  the  [571]  companies.  Sub-paragraph  3 
of  the  registration  statement  to  which  I  have  referred  and 
which  appears  on  page  103  of  that  statement  does  not  relate 
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to  an  agreement  between  Duquesne  Light  Company  j  and 
West  Penn  Power  Company.  It  relates  rather  to  an  agree¬ 
ment  between  Duquesne  Light  Company  and  Pitsburgh 
Railways  Company.  Sub-paragraph  4  of  the  registration 
statement  appearing  on  pages  103  and  104  describes^  the 
agreement  dated  April  16,  1917  as  supplemented  between 
Duquesne  Light  Company  and  West  Penn  Power  Company 
providing  for  the  exchange  of  certain  property  and  fran¬ 
chise  rights  of  the  parties  and  their  subsidiary  or  affili¬ 
ated  companies  in  furnishing  electric  service  in  the  counties 
of  Allegheny,  Westmoreland,  Beaver,  and  Washington,  and 
provides  that  each  party  shall  assign  to  the  other  all  con¬ 
tracts  of  light,  heat,  and  power,  customers  in  the  territory 
exchanged,  pursuant  to  the  agreement.  The  terms  of  that 
contract  likewise  are  set  out  in  the  particular  paragraph 
of  the  A-2  registration  statement  that  I  have  mentioned. 

Q.  In  paragraph  4,  page  103,  Mr.  Fleger,  I  see  the  fol¬ 
lowing  language,  and  I  quote: 

i 

i 

“and  the  capital  stock  of  certain  subsidiary  compa¬ 
nies  in  order  to  occasion  large  economies  in  operation 
and  greater  efficiency” - 

To  what  does  that  refer?  A.  I  would  have  to  examine 
the  provisions  of  the  contract  [572]  to  state  specifically 
what  stocks  that  provision  relates  to. 

Q.  Will  you  do  so?  A.  Yes. 

Q.  Is  there  any  similar  transaction  connected  with  the 
agreement  between  Duquesne  and  Pennsylvania  Power  Com¬ 
pany  calling  for  exchange  of  stock  of  subsidiaries?  |A. 
The  contract  between  Duquesne  Light  Company  and  Penn¬ 
sylvania  Power  Company  providing  for  the  interchange  of 
energy  between  those  companies,  which  is  also  described  in 
the  A-2  registration  statement  of  Philadelphia  Company, 
which  I  have  mentioned,  in  paragraph  6,  pages  104  and 
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105,  does  not  provide  for  exchange  of  capital  stock  of  sub¬ 
sidiary  companies  of  the  parties  to  the  agreement. 

Q.  Now,  Exhibit  Philadelphia  Company  20,  at  page  120, 
refers  to  an  agreement  with  Pettengill,  Incorporated,  and  I 
ask  whether  that  agreement  referred  to  therein  is  still  in 
effect  ?  A.  There  have  been  a  number  of  modifications  in 
the  contract  with  Pettengill,  Incorporated,  in  recent  years, 
which  provided  for  reductions  in  the  services  rendered  by 
Pettengill,  Incorporated.  This  was  done  because  in  prior 
years,  pursuant  to  the  agreement  with  Pettengill,  Incor¬ 
porated,  systems  and  practices  which  enabled  the  companies 
in  the  Philadelphia  Company  group  to  effect  substantial 
economies  and  savings  in  purchases  of  paper  and  printing 
costs  and  related  matters  had  become  well  established  and, 
in  fact,  in  recent  years  one  of  [573]  the  principal  employees 
and  representatives  of  Pettengill,  Incorporated,  had  been 
employed  by  and  presently  is  employed  by  companies  in 
the  Philadelphia  Company  group.  The  contract  was 
amended  in  1939  and  1940,  as  indicated  by  the  A-2  regis¬ 
tration  statement  that  I  referred  to,  so  as  to  provide  for 
substantial  reductions  in  the  services  to  be  supplied  by 
Pettengill,  Incorporated.  I  would  not  be  prepared  to  say 
without  examining  records  whether  all  services  of  Petten¬ 
gill,  Incorporated  have  been  discontinued. 

Q.  Would  you  ascertain  for  the  record  that  fact  and  also 
report  as  to  in  what  years  various  of  their  services  have  been 
discontinued,  if  such  is  the  fact?  A.  Yes. 

Q.  In  what  year  did  you  set  up  the  printing  control 
division  of  the  accounting  department,  a  general  department 
within  the  system?  A.  That  was  set  up  vrhen  the  rep¬ 
resentative  of  Pettengill,  Incorporated  that  I  mentioned 
was  employed  by  the  companies  in  the  Philadelphia  Com¬ 
pany  group  and  it  is  my  recollection  that  that  took  place 
some  time  within  the  past  eight  or  10  years. 

Q.  That  would  have  been  prior  to  December  19,  1940? 
A.  Yes.  It  might  well  have  occurred  just  about  that  time, 
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however.  I  'wouldn’t  want  to  commit  myself  to  it  pre¬ 
cisely.  After  all,  that  was  seven  years  ago  and  I  said  eight 
to  10  years,  so  I  don’t  want  you  to  hold  us  to  that. 

i 

[574]  Q.  You  will  advise  us  as  to  what  the  facts  may 
show?  A.  Yes. 

Q.  Now,  on  Exhibit  24  I  believe  you  stated,  at  tran¬ 
script  page  369  on  Friday,  and  I  quote  you :  I 

i 

“The  properties  now  owned  by  the  company  as 
shown  on  the  chart  marked  Philadelphia  Company’s 
Exhibit  24  were  at  one  time  or  another  owned  by 
more  than  190  companies.”  i 

| 

Can  you  tell  us  approximately  how  many  of  the  190 
companies  that  you  referred  to  originally  owned  properties 
that  are  in  the  railways  properties,  how  many  in  the  gas 
and  how  many  in  the  electric?  A.  I  can. 

Q.  Would  you  do  so?  A.  150  comprise  companies 
that  at  one  time  or  another  owned  property  that  is  presently 
owned  by  Duquesne  Light  Company,  which  is  shown  in  this 
chart;  33  at  one  time  or  another,  approximately,  owned 
property  that  is  now  owned  by  the  gas  companies  shown 
on  this  chart,  Exhibit  24,  making  a  total  of  188.  I  beliejve 
that  the  properties  now  owned  by  Pittsburgh  Railways 
Company  which  are  shown  on  this  chart  were  approxi¬ 
mated  11,  or  thereabouts. 

[575]  Q.  Turning  next  to  Exhibit  25,  Mr.  Fleger,  re¬ 

ferring  to  Page  1  of  that  exhibit,  you  suggested  at  transcript 
Page  371  that  that  page  shows  the  general  organization 
of  Philadelphia  Company  by  principal  departments  or 
divisions,  and  at  transcript  Page  374,  you  stated  that  with 
the  exception  of  the  executive  department  all  of  the  de¬ 
partments  shown  on  Page  1  are  generally  called  general 
departments?  A.  That  is  right.  I 

Q.  Since  what  date  have  you  not  classified  the  executive 
department  as  a  general  department?  A.  The  executive 
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department  which  is  shown  on  Page  1  of  Exhibit  25,  did 
not  come  into  existence  nntil  after  the  year  1942.  Prior 
to  that  time  there  had  been  a  department  which  was  known 
as  the  president’s  department.  It  derived  its  name  from 
the  fact  that  prior  to  1942  the  president  of  the  principal 
companies  in  the  Philadelphia  Company  group  was  usually 
the  same  individual.  In  1942  when,  as  I  have  already  testi¬ 
fied,  Mr.  Leo  T.  Crowley  became  President  of  Philadelphia 
Company,  at  the  same  time  Mr.  P.  H.  McCance  became 
president  of  Duquesne  Light  Company  and  Mr.  F.  F. 
Schauer  became  president  of  the  Equitable  Gas  Company 
and  the  Pittsburgh  and  West  Virginia  Gas  Company.  There 
was  therefore  organized  the  executive  department  of  Phila¬ 
delphia  Company  as  a  new  department  and  which  is  the  de¬ 
partment  that  is  shown  on  the  chart  to  which  you  refer. 

Q.  This  executive  department  serves  as  an  executive 
de-[576]partment  not  only  for  Philadelphia  Company  but 
for  certain  others  of  the  companies  in  the  group,  isn’t  that 
so?  A.  It  serves  as  the  executive  department  of  Ken¬ 
tucky  West  Virginia  Gas  Company  and  Equitable  Real 
Estate  Company. 

Q.  To  the  extent  that  it  does  so  serve,  it  is  a  general 
department?  A.  It  could  be  classified  as  a  general  de¬ 
partment.  On  the  other  hand,  not  necessarily  so,  because 
in  the  very  nature  of  things,  as  the  department  is  now  set 
up,  there  is  no  likelihood  that  it  would  function  as  a  depart¬ 
ment  of  any  of  the  companies  in  the  group  other  than  those 
I  have  mentioned.  In  respect  to  the  so-called  general 
departments,  while  the  department  may  not  be  a  department 
of  a  particular  company  or  function  as  such  for  a  particular 
company,  its  functions  are  such  as  a  rule  that  it  may  at  any 
time  function  as  a  department  of  any  or  all  of  the  com¬ 
panies  in  the  Philadelphia  Company  group. 

Q.  That  wouldn’t  necessarily  be  true  of  each  of  the 
divisions  in  all  of  the  general  departments,  would  it?  A. 
No.  For  example,  it  wouldn’t  apply  to  the  law  division  of 
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the  law  department  of  the  Philadelphia  Company  and  sub¬ 
sidiary  companies  because  we  know  that  it  cannot  function 
for  the  trustees,  but  if  the  property  in  possession  of  the 
trustees  were  returned  to  Pittsburgh  Railways  Company, 
the  law  division  of  the  law  department  would  resume  the 
functions  it  theretofore  performed  for  Pittsburgh  Railways 
Company.  [577]  However,  I  don’t  make  a  particular  point 
of  whether  or  not  you  wish  to  call  the  executive  department 
a  general  department  or  a  joint  department  limited  some¬ 
what  more  in  its  relationship  to  the  companies  in  the  Phila¬ 
delphia  Company  group  than  the  so-called  general  depart¬ 
ments. 

j 

Q.  The  executive  department  organization  chart  as  set 
up  on  Page  2  of  Exhibit  25  indicates  the  personnel  of  that 
department  with  the  exception  of  clerical  and  stenographic 
personnel,  is  that  right?  A.  It  does. 

Q.  How  are  the  salaries  and  expenses  of  that  depart¬ 
ment  met?  A.  Mr.  Crowley’s  salary  is  all  charged  to  the 
Philadelphia  Company.  Fifty  per  cent  of  my  salary  is 
charged  through  the  executive  department  to  the  various 
companies  in  the  group  for  which  the  executive  department 
functions,  as  I  have  already  indicated,  on  a  gross  reveinue 
basis.  The  salaries  of  the  other  employees  in  the  depart¬ 
ment  are  likewise  distributed  among  the  companies  for 
which  the  executive  department  functions  on  a  gross  Rev¬ 
enue  basis. 

I 

j 

The  Examiner:  By  that  do  you  mean  that;  50 
per  cent  of  your  salary  is  paid  by  the  Philadelphia 
Company  and  the  baldnce  by  the  operating  com¬ 
panies  ? 

The  Witness:  No,  I  was  just  going  to  explain 
that  the  other  50  per  cent  of  my  salary  is  charged  as 
a  law  expense  [578]  through  the  law  department 
and  is  distributed  among  the  companies  in  the  sys¬ 
tem  for  whom  the  law  department  and  specifically 
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the  law  division  functions  on  a  gross  revenue  basis. 
In  other  words,  my  entire  compensation  in  my  vari¬ 
ous  capacities,  both  legal  and  executive,  which  are 
performed  as  head  of  the  law  department  and  as 
a  member  of  the  executive  department,  is  distributed 
among  the  various  companies  in  the  group  on  a 
gross  revenue  basis.  And  I  would  like  to  explain  in 
that  connection  that,  as  I  previously  pointed  out  in 
connection  with  the  description  of  the  general  de¬ 
partments  which  was  filed  with  the  Pennsylvania 
Commission  on  or  about  the  year  1937,  and  as  set 
forth  in  the  study  of  the  general  departments  that 
was  filed  with  the  Securities  and  Exchange  Com¬ 
mission  in  the  year  1940,  the  salaries  and  expenses 
of  each  department  are  distributed  in  accordance 
with  work  actually  performed  where  that  is  sus¬ 
ceptible  of  measurement  and  where  it  is  not  the 
salaries  and  expenses  are  distributed  in  accordance 
with  the  gross  operating  revenues  of  the  individual 
companies  in  the  system. 

Q.  Are  any  of  the  salaries  or  expenses  of  the  executive 
department  distributed  on  a  basis  other  than  gross  rev¬ 
enue?  A.  There  are  certain  what  I  would  call  insignifi¬ 
cant  expenses  that  are  not  distributed  on  that  basis.  For 
example,  there  is  included  in  the  executive  department 
budget  the  rent  applicable  to  the  board  of  directors’  room 
which  is  used  for  [579]  meetings  of  boards  of  the  various 
companies  in  the  group.  That  rent  is  distributed  on  the 
basis  of  an  allocation  determined  by  the  secretary’s  de¬ 
partment,  which  is  responsible  for  the  calling  of  board 
meetings.  Also,  some  incidental  expenses  in  connection 
with  the  operation  of  the  board  of  directors’  room,  since 
it  is  the  practice  usually  when  we  have  a  board  meeting  to 
have  cigarettes  and  cigars  available.  I  wouldn’t  be  pre¬ 
pared  to  say  offhand  just  how  the  expense  of  those  cigars 
and  cigarettes  is  distributed,  but  I  could  get  that  for  you 
by  looking  at  the  records. 
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Q.  We  are  not  requesting  that. 

i 

I 

The  chairman  of  the  board  and  president,  Mr.  Crowley, 
you  say  is  paid  a  salary  entirely  met  by  Philadelphia  Com¬ 
pany?  A.  Yes.  And  I  would  like  to  recall - 

The  Examiner:  In  that  respect  there  is  no  viola¬ 
tion  of  Section  13  such  as  may  occur  as  to  you? 

The  Witness:  At  least  there,  there  is  no  vio¬ 
lation. 

The  Examiner :  Right. 

i 

The  Witness:  In  that  connection  I  would  like  to 
recall  that  I  pointed  out  in  my  direct  testimony 
that  Mr.  Crowley,  being  president  of  the  Philadel¬ 
phia  Company,  is  under  the  by-laws  of  the  company, 
the  chief  executive  responsible  for  the  over-all 
affairs  of  that  company.  He  likewise  holds  the  posi¬ 
tion  of  chairman  of  the  board  of  the  company  but 
under  the  organization  of  the  company  in  that  capa¬ 
city  he  merely  [5S0]  presides  over  meetings  of  the 
board.  He  is,  as  I  also  pointed  out,  chairman  of  tlje 
board  of  Duquesne  Light  Company,  the  Equitable^ 
Gas  Company,  and  Pittsburgh  and  West  Virginia 
Gas  Company,  but  under  the  by-laws  of  those  com¬ 
panies  he  is  not  the  chief  executive  officer.  The 
chief  executive  officer  is  the  president  of  the  company 
in  each  instance  and  that  is  why  no  part  of  Mr. 
Crowley’s  compensation  is  charged  to  companies 
other  than  the  Philadelphia  Company. 

The  Examiner:  Is  there  any  ultimate  reimburse¬ 
ment  of  the  Philadelphia  Company  by  any  of  the 
subsidiaries  of  Mr.  Crowley’s  salary? 

i 

The  W'itness:  There  is  none. 

By  Mr.  Guttmann: 

Q.  It  is  the  custom  of  the  companies,  is  it  not,  to 
schedule  directors  ’  meetings  so  that  they  will  fall  generally 
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on  the  same  day?  A.  The  practice,  Mr.  Guttmann,  is 
that  when  meetings  of  the  board  of  Philadelphia  Company 
and  Duquesne  Light  Company  are  required  which  is 
monthly,  each  month  of  the  year  in  the  case  of  Duquesne 
Light  Company  and  in  the  case  of  Philadelphia  Company, 
I  believe,  in  ten  months  out  of  the  twelve,  for  the  purpose 
of  declaring  dividends,  the  practice  usually  is  to  have  the 
meetings  of  the  two  companies  on  the  same  day.  In  addi¬ 
tion,  when  it  is  necessary  to  hold  meetings  of  the  Equit¬ 
able  Gas  Company  and  Pittsburgh  and  West  Virginia 
[581]  Gas  Company,  an  effort  is  made,  in  order  to  avoid 
unnecesary  inconvenience  to  the  persons  required  to  attend 
the  various  board  meetings,  to  have  them  scheduled  on  the 
same  day  as  the  Philadelphia  Company  and  Duquesne 
meetings.  However,  in  recent  years  it  has  not  always  been 
possible  to  do  this. 

Q.  What  is  the  salary  of  Mr.  Crowley?  A.  Mr. 
Crowley  receives  a  salary  of  $38,000  per  annum  from  the 
Philadelphia  Company. 

Q.  And  is  Mr.  Crowley  employed  in  any  capacity  by 
Standard?  A.  He  is  employed  and  has  been  for  a  period 
since  prior  to  1940,  as  president  and  chairman  of  the  board 
of  Standard  Gas  and  Electric  Company  and  as  such  is  the 
chief  executive  officer  of  that  company. 

Q.  And  do  you  know  whether  or  not  he  receives  a  sepa¬ 
rate  salary  for  those  functions?  A.  He  does. 

Q.  And  do  you  know  whether  or  not  he  serves  as  an 
employee  or  officer  of  any  of  the  companies  which  are 
subsidiaries  of  Standard?  A.  I  would  like  to  point  out 
here,  just  for  the  record,  that  these  salaries  of  Mr.  Crowley 
are  a  matter  of  record  with  the  Securities  and  Exchange 
Commission  and  a  matter  of  public  record  and  have  been 
spread  out  on  the  record  for  a  period  of  years  now. 

[582]  Mr.  Crowley  was  at  one  time,  I  believe,  a  director 
of  Wisconsin  Public  Service  Corporation  and  Louisville 
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Gas  and  Electric  Company.  I  am  not  familiar,  however, 
with  his  functions  in  those  capacities,  nor  his  present  status 
in  those  capacities. 

Q.  Now,  as  part  of  your  executive  department,  and  in 
connection  with  Mr.  Crowley’s  connection  therewith  as 
president  of  Philadelphia  Company,  you  maintain  an  office 
for  him  in  Pittsburgh,  do  you  not?  A.  That  is  correct. 

Q.  With  the  exception  of  the  time  that  he  is  in  attend¬ 
ance  there  for  the  purpose  of  attending  board  meetings, 
approximately  how  many  days  during  the  year  1946  would 
you  say  he  was  physically  present  in  the  office  of  Phila¬ 
delphia  Company  at  Pittsburgh?  A.  I  would  have  to 
check  the  records  for  the  year  1946  before  I  could  specify 
that.  He  did  on  several  occasions  make  rather  extended 
visits  in  Pittsburgh,  but  I  wouldn’t  be  prepared  to  say  off¬ 
hand  just  how  many  days  he  spent  there. 

Q.  And  during  the  year  1946,  during  those  portions  of 
the  year  that  he  was  in  attendance  at  Pittsburgh,  his  attend¬ 
ance  was  largely  in  connection  with  the  then  pending  strike, 
is  that  not  so?  A.  I  wouldn’t  be  prepared  to  say  that 
that  is  so,  for  this  reason:  During  the  early  days  of  the 
strike  to  which  you  [583]  refer  certain  parties,  including 
union  representatives,  saw  fit  to  adopt  a  very  common 
tactic,  to  wit,  of  claiming  that  the  committee  which  they 
were  negotiating  with,  who  was  representing  the  company, 
did  not  have  full  authority  to  negotiate.  Mr.  Crowley 
issued  several  statements  in  which  he  emphasized  the  fact 
that  the  committee  in  question  had  full  authority  to  nego¬ 
tiate,  in  contrast  'with  the  committee  of  the  union,  which 
constantly  professed  to  have  to  go  back  to  the  membership 
for  authority.  It  is  true  that  Mr.  Crowley  did  come  to 
Pittsburgh  on  one  occasion  to  finally  set  at  rest  any  ques¬ 
tion  about  the  authority  of  the  local  representatives  to  deal 
with  that  situation  and  it  is  true  that  while  he  was  there  he 
did  spend  some  time  in  connection  with  the  strike,  but  it  is 
my  recollection  that  during  the  period  of  his  stay  many 
other  affairs  of  the  company  were  discussed.  i 
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Q.  In  connection  with  his  participation  in  the  strike 
situation,  would  you  tell  us  what  companies  were  involved? 
A.  The  strike  involved  technically  nine  bargaining  units 
certified  by  the  labor  relations  authorities  of  the  state  and 
Federal  Government.  They  were  one,  the  hourly-rated 
employees  of  Duquesne  Light  Company,  two,  the  salaried 
employees  of  Duquesne  Light  Company,  three,  the  hourly¬ 
rated  employees  of  Allegheny  County  Steam  Heating  Com¬ 
pany,  four,  the  salaried-rated  employees  of  Allegheny 
County  Steam  Heating  Company,  five,  the  hourly-rated 
employees  of  Equitable  Auto  Company,  [584]  six,  the 
salaried-rated  employees  of  Equitable  Auto  Company, 
seven,  the  Equitable  Real  Estate  Company,  eight,  the  tele¬ 
phone  department  and  nine,  the  other  so-called  general 
departments  in  the  Philadelphia  Company  and  subsidiary 
company  group.  However,  the  strike  was  primarily  a 
strike  of  the  hourly-rated  employees  of  Duquesne  Light 
Company  in  Duquesne  Light  Company  Unit  1,  because  it  is 
the  strike  of  those  employees  which  affected  a  stoppage  in 
part  of  the  electric  operations.  We  had  had  several  work 
stoppages  in  the  other  units  in  prior  years.  None  of  them 
in  any  instance  had  interfered  with  the  service  rendered 
to  the  public.  Therefore,  while  the  other  units  were  in¬ 
volved  which  I  have  mentioned,  the  principal  unit  that  was 
involved  was  Duquesne  Light  Company  Unit  1. 

Q.  In  what  capacity,  then,  was  Mr.  Crowley  involved  in 
the  strike  situation  affecting  Duquesne?  A.  As  I  have 
explained,  Mr.  Crowley  came  to  Pittsburgh  only  after  it 
had  been  asserted  that  the  local  representatives  and  the 
local  officers  of  Duquesne  Light  Company  did  not  have  full 
authority,  that  assertion  having  been  made  by  the  union 
representatives  and  that  assertion  being  a  common  one  in 
labor  negotiations.  Mr.  Crowley’s  purpose,  therefore,  in 
coming  to  Pittsburgh  was  primarily  to  set  at  rest  any 
question  about  the  authority  of  the  local  committee  mem¬ 
bers  and  local  officers. 


j 


I 

i 

l 

Testimony — Philip  A.  Fleger — Cross.  £>13a 

i 

Q.  Now,  second  in  command  in  the  executive  depart¬ 
ment  to  Mr.  Crowley  is  Philip  A.  Fleger,  yourself,  is  that 
right?  [585]  A.  That  is  correct. 

i 

Q.  And  you  have  an  assistant  to  the  executive  vice  presi¬ 
dent,  Mr.  R.  R.  Parkman?  A.  That  is  correct 

I 

Q.  What  are  his  functions  and  duties  ?  A.  Mr.  Park- 
man ’s  functions,  generally  speaking,  are  to  assist  me  in 
connection  with  any  of  my  activities  as  executive  vice  presi¬ 
dent  of  Philadelphia  Company  and  as  president  of  Ken¬ 
tucky  West  Virginia  Gas  Company  and  Equitable  Real 
Estate  Company.  As  a  rule,  he  primarily  functions  in  the 
capacity  of  a  technical  assistant,  having  an  engineering  and 
technical  background,  and  in  that  connection  is  used  by  me 
in  discharging  my  responsibility  to  assemble  information, 
data,  with  respect  to  the  operations  of  the  companies  in  the 
Philadelphia  Company  system  for  whatever  purpose  I  mi^ht 
require  it  in  connection  with  the  companies  for  whom  I  per¬ 
form  in  an  executive  capacity.  Mr.  Parkman  is  a  graduate 
engineer  who  at  one  time  worked  in  the  planning  and  de¬ 
velopment  department  of  Duquesne  Light  Company,  sub¬ 
sequently  was  valuation  engineer  of  the  trustees  of  Pitts¬ 
burgh  Railways  Company. 

Q.  What  is  Mr.  Parkman Js  salary?  A.  Mr.  Parkman 
receives  a  salary  at  the  present  time  of  $750  a  month. 

Q.  And  how  is  that  allocated  between  the  various  cojn- 
panies  for  which  he  serves?  A.  It  is  allocated  between 
the  companies  on  the  basis  [586]  of  gross  revenues. 

Q.  I  take  it  that  the  only  companies  that  share  in  that 
allocation  are  Philadelphia  Company,  Kentucky  West  Vir¬ 
ginia,  and  Equitable  Sales  Company?  A.  And  Equitable 
Real  Estate  Company. 

Q.  Mr.  Netting,  who  is  office  manager,  similarly  serves 
in  that  capacity  for  the  executive  department  of  the  same 
companies?  A.  He  does. 
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Q.  What  is  his  salary?  A.  Mr.  Netting  receives  a 
salary  of  approximately  $5,000  per  year.  I  am  trying  to 
recall  the  recent  salary  adjustment  that  was  made  in  his 
case.  I  think  it  had  the  effect  of  bringing  his  salary  up  to 
approximately  $5,000  a  year. 

Q.  Is  that  salary  similarly  allocated  between  the  com¬ 
panies  named  on  a  gross  revenue  basis?  A.  It  is. 

Q.  What  are  the  functions  of  the  office  manager?  A. 
The  office  manager  is  responsible  for  the  administration  of 
the  general  office  personnel.  It  is  his  duty  to  see  that  all 
clerical  and  similar  services  are  provided  on  a  basis  that 
enables  the  executive  personnel  to  function  most  smoothly. 
He  in  that  connection  is  responsible  for  all  the  stenographic 
service,  all  secretarial  service,  for  handling  of  mail,  which 
is,  of  course,  in  connection  with  the  executive  department 
of  a  large  group  of  companies  such  as  the  Philadelphia 
Company  a  very  [587]  important  function.  In  this  con¬ 
nection  Mr.  Netting,  pursuant  to  an  office  plan  of  operation 
which  we  worked  out  shortly  after  the  executive  depart¬ 
ment  was  formed  in  1942,  screens  all  mail  on  a  basis  which 
involves  his  selecting  mail  that  refers  to  matters  of  such 
degree  of  importance  of  such  a  nature  that  is  feasible  for 
him  to  prepare  a  suitable  reply  or  to  assemble  the  neces¬ 
sary  information.  This  relieves  me  and  Mr.  Crowley  of 
the  necessity  of  going  through  all  of  the  mail  and  at  the 
same  time  guarantees  prompt  and  reasonable  attention  to 
all  inquiries  directed  to  the  company,  no  matter  how  trivial 
they  may  seem,  and  therefore  avoids  persons  interested  in 
the  affairs  of  Philadelphia  Company  having  a  feeling  that 
their  inquiries  have  not  received  proper  attention. 

Mr.  Netting  also  serves  as  a  free  lance  member  of  the 
executive  department  for  the  reason  that  he,  for  many 
years  prior  to  my  employing  him  as  office  manager  of  the 
executive  department,  was  employed  in  the  secretary’s  de¬ 
partment  of  the  companies  in  the  Philadelphia  Company 
group,  and  in  that  connection  he  obtained  a  wide  experi- 
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ence  and  knowledge  of  the  organization  of  companies  in  the 
group.  Therefore,  it  is  not  uncommon  that  on  occasions 
when  an  unusual  amount  of  work  devolves  upon  the  depart¬ 
ment  such  as  at  the  time  when  the  company  is  involve4  in 
a  proceeding  of  this  character  in  addition  to  its  other  nor¬ 
mal  functions,  I  have  occasion  to  call  upon  Mr.  Netting  to 
perform  special  assignments.  I  venture  to  [588]  say  that 
there  are  a  number  of  other  functions  that  he  performs 
which  it  is  impossible  to  enumerate  because  when  you  have 
a  department  as  compact  as  the  executive  department  we 
are  talking  about,  with  the  limited  number  of  persons  that 
are  employed  in  that  department,  you  necessarily  have  to 
function  on  a  basis  wffiere  everybody  in  the  department 
may  be  called  upon  at  one  time  or  another  to  perform  work 
that  is  not  within  the  scope  of  his  normal  or  official  duties. 


Q.  As  office  manager  of  the  executive  department  how 
large  a  staff  of  personnel  in  the  way  of  secretarial  and 
clerical  help  does  Mr.  Netting  supervise?  A.  Mr.  Netting 
has  under  his  immediate  supervision  a  receptionist  and 
stenographer,  twro  stenographers,  and  an  office  boy.  He 
has  occasion  at  times  to  exercise  some  supervision  over  two 
private  secretaries  in  the  department,  namely  my  private 
secretarv  and  that  of  Mr.  Parkman. 

w 


Q.  Does  Mr.  Crowley  have  a  private  secretary  also? 
A.  My  private  secretary  and  Mr.  Crowley’s  private  secre¬ 
tary  are  one  and  the  same  individual. 

i 

Q.  Referring  back  to  page  1  of  Exhibit  25,  Mr.  Fleger, 
I  note  that  in  your  exhibit  and  also  in  your  testimony  you 
include  the  telephone  department  as  a  general  department, 
is  that  not  so?  A.  That  is  right. 

Q.  Is  not  in  fact  the  telephone  department  a  department 
[589]  of  Equitable  Gas  Company?  A.  It  is  not.  It  is 
true  that  the  telephone  facilities  employed  by  the  telephone 
department  are  owned  by  the  Equitable  Gas  Company.  It 
is  likewise  true  and  has  been  recognized  for  years  that  due 
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to  the  fact  that  Equitable  Gas  Company  does  own  the  facili¬ 
ties  employed  by  it  in  its  operations,  that  the  Equitable 
Gas  Company  should  be  primarily  responsible  for  and  have 
primary  control  over  the  operations  of  the  department. 
Nevertheless,  the  department  has  for  many  years  func¬ 
tioned  as  a  department  not  only  of  the  Equitable  Gas  Com¬ 
pany  but  the  other  companies  in  the  Philadelphia  Company 
group.  This  is  so  because  it  is  considered  advisable  for 
the  other  companies  to  permit  the  Equitable  Gas  Company 
to  exercise  primary  control  over  the  department  because 
the  participation  of  the  other  companies  in  the  department 
setup  permits  of  substantial  economies.  In  fact,  it  would 
be  impracticable  for  the  other  companies  to  have  depart¬ 
ments  of  their  own,  and  I  might  add  that  I  would  assume — 
I  haven’t  checked  it — that  the  telephone  department  to 
which  you  refer,  the  status  of  that  department  as  a  general 
department  is  presumably  described  in  the  report  in  the 
general  departments  that  was  filed  with  the  Securities  and 
Exchange  Commission  in  1940. 

Q.  Is  it  not  a  fact  that  Mr.  H.  J.  Smith,  who  is  listed  on 
page  1  of  Exhibit  25  as  superintendent  of  so-called  general 
telephone  department,  is  actually  on  the  payroll  of  Equi¬ 
table  [590]  Gas  Company?  A.  That  is  not  entirely  cor¬ 
rect.  Mr.  H.  J.  Smith  is,  I  believe — and  I  certainly  know 
that  his  predecessor  was,  Mr.  Dake,  Mr.  Smith  having  suc¬ 
ceeded  him  within  the  past  two  years,  on  the  payroll  of  the 
various  companies  in  the  Philadelphia  Company  group  and 
received  his  pay  through  the  Philadelphia  Company  and 
subsidiary  companies  account  which  likewise  is  described 
in  the  report  filed  with  the  Securities  and  Exchange  Com¬ 
mission  in  1940.  It  has  been  the  practice  over  the  years  for 
any  person  in  the  telephone  department  who  is  on  either 
the  senior  officers’  payroll  or  the  junior  officers’  payroll  to 
receive  his  pay  through  the  Philadelphia  Company  and 
subsidiary  companies  account  that  I  referred  to.  All  other 
employees  in  that  department  receive  their  pay  by  check 
of  Equitable  Gas  Company. 
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Q.  How  many  employees  are  there  in  the  telephony  de¬ 
partment?  A.  I  wouldn’t  be  prepared  to  say  offhand. 

Q.  That  department  services  and  maintains  two  tele¬ 
phone  systems  used  within  the  designated  companies,  those 
set  forth  on  page  10  of  Exhibit  25,  one  of  which  system  is 
a  PAX,  or  private  automatic  system,  and  the  other  the 
PBX,  is  that  not  right?  A.  That  is  correct.  I  believe 
that  that  telephone  system  is  the  largest  private  system 
in  existence  in  this  countrv  todav. 

[591]  Q.  Is  it  not  true  that — referring  to  the  central 
building,  the  Sixth  Avenue  building  in  Pittsburgh — in  each 
and  every  office  therein  wherever  a  telephone  installation 
exists  at  least  two  instruments  are  to  be  found,  one  the 
private  automatic  and  the  other  the  PBX  instrument? 
A.  I  wouldn’t  be  prepared  to  say  that  that  is  true  of  every 
office. 

i 

Q.  Is  it  generally  true  ?  A.  I  would  say  that  in  many 
offices  throughout  the  central  building  that  there  are  an 
internal  phone,  PAX  phone,  and  the  outside  Bell  Telephone 
system  phones. 

i 

Q.  And  it  is  this  internal  or  PAX  system  that  is  owned 
by  Equitable,  is  that  right?  A.  That  is  right. 

i 

Q.  Who  owns  the  PBX  equipment?  A.  Equitable  Gas 
Company. 

Q.  Is  that  owned  by  them  or  under  lease  from  B611? 
A.  There  may  be  a  certain  portion  of  the  property  that  is 
not  owned  as  such  but  under  lease. 

I 

Q.  That  would  include  the  switchboards?  A.  It 
would. 

Q.  Is  there  any  existing  connection  between  the  PAX 
and  the  Bell  or  other  outside  lines?  A.  Not  to  my  knowl¬ 
edge. 

°  i 

Q.  Is  there  any  written  contract  between  Bell  Telephone 

[592]  Company  of  Pennsylvania  and  the  Philadelphia 

i 

I 

i 
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Company  and  its  subsidiaries  covering  the  PBX  equip¬ 
ment?  A.  I  am  under  the  impression  that  Bell  Tele¬ 
phone  Company  may  do  some  servicing  of  that  equipment. 
I  would  not  be  prepared  to  say  precisely  what  the  situation 
is  there  and  whether  or  not  there  is  a  contract  covering 
such  services  without  checking  the  company  records. 

Q.  Will  you  do  so?  A.  Yes. 

Q.  Do  you  know  what  the  present  on-premises  extension 
rate  currently  being  paid  is  to  Bell?  A.  No. 

Q.  Do  you  know  how  many  positions  there  are  on  your 
Sixth  Avenue  building  PBX  board?  A.  No. 

Q.  Isn’t  it  a  fact  that  at  least  two  positions  on  that 
board  are  used  almost  exclusively  for  answering  time  calls  ? 
A.  I  think  that  is  true.  I  wouldn’t  be  prepared  to  say  al¬ 
most  exclusively  but  to  a  very  substantial  extent. 

Q.  Such  time  calls  are  a  service  of  Duquesne  Light  Com¬ 
pany,  are  they?  A.  They  are. 

Q.  And  that  service,  is  that  subsidized  by  Bell  or  any 
other  outside  instrumentality?  A.  Not  to  my  knowledge. 

[593]  Q.  Does  Duquesne  pay  the  entire  salary  and 
rental  attributable  to  the  two  positions  that  are  used  for 
time?  A.  It  does  not. 

Q.  It  does  not?  A.  It  does  not. 

Q.  How  is  that  paid  for?  A.  That  is  paid  for  on  the 
same  basis  as  the  other  employees  in  the  telephone  depart¬ 
ment. 

Q.  What  is  that  basis,  sir?  A.  I  wouldn’t  be  able  to 
say  from  memory,  Mr.  Guttmann,  what  the  basis  is  for  the 
distribution  of  the  salary  and  expense  of  each  employee  in 
each  of  the  general  departments  of  the  entire  Philadelphia 
Company  group. 

Q.  I  realize  that,  but  I  wonder  whether  you  could  tell  us 
generally  what  the  basis  of  distribution  is  in  relation  to  your 
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telephone  department?  A.  No,  I  can  not.  I  wouldn’t 
care  to  hazard  an  opinion  on  it  since  it  is  a  matter  of  record 
and  there  is  no  need  for  me  to  carry  it  around  in  my  head. 

Q.  You  will  supply  that  information?  A.  Yes,  I  will 

be  glad  to.  j 

Q.  How  many  central  offices  do  you  have  on  the  pritate 
automatic  system?  A.  I  don’t  know. 

Q.  Do  you  know  whether  or  not  the  present  utilization 
of  [594]  line  capacity  on  your  private  automatic  exchanges 
has  reached  the  saturation  point?  A.  I  wouldn’t  be  pre¬ 
pared  to  say.  ! 

Q.  Turning  next  to  page  3  of  Exhibit  25,  dealing  vyith 
the  accounting  department,  you  have  a  division  known  as 
the  transportation  receipts  division  of  that  department? 
A.  Yes.  | 

Q.  That  division  is  in  reality  a  100  per  cent  operation 
of  Railways  and  Motor  Coach  trustees,  is  it  not?  A.  It, 
in  so  far  as  its  functions  are  concerned,  does  function  i  ex¬ 
clusively  for  the  trustees  of  Pittsburgh  Railways  Company 
and  Pittsburgh  Motor  Coach  Company.  In  that  respect  it 
is  somewhat  comparable  to  one  or  two  other  divisions  of 
general  departments. 

Q.  Another  such  appearing  right  on  the  same  page  is 
the  auto  cost  division,  is  it  not?  A.  That  is  right. 

i 

Q.  That  is  really  an  operation  of  Equitable  Auto  Com¬ 
pany?  A.  That  is  right. 

Q.  And  100  per  cent  of  the  employees’  time  is  spent  in 
effect  for  Equitable  Auto  Company  in  that  division?  A. 
Generally  speaking,  yes,  but  of  course  here  again  thati  is 
subject  to  the  exception  that  in  cases  of  emergencies  where 
persons  in  those  divisions  have  the  time  available  and  can 
assist  in  other  work  that  must  be  done  within  a  specified 
period  [595]  of  time,  they  are  available  to  do  so.  That 
works  in  both  directions  over  a  period  of  years. 
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Q.  What  is  the  function  of  the  auto  cost  division?  Does 
that  prepare  bills  to  be  rendered  by  Equitable  Auto  Com¬ 
pany  to  the  other  system  companies?  A.  That,  gener¬ 
ally  speaking,  handles  the  division  of  costs  in  connection 
with  the  Auto  Company  operations  between  the  various 
companies  in  the  Philadelphia  Company  group  for  whom 
the  Auto  Company  performs  services. 

[596]  Q.  And  the  Receipts  Division,  page  3  of  Exhibit 
25,  is  a  division  responsible  for  reading  meters,  rendering 
bills  and  keeping  accounts  of  electric,  gas  and  steam  cus¬ 
tomers  only,  isn’t  that  so?  A.  That  is  right.  Naturally, 
because  there  are  no  occasions  for  reading  meters  in  con¬ 
nection  with  the  other  operations  of  the  companies.  That 
department  is  a  vital  segment  of  the  accounting  department 
of  the  companies  so  far  as  the  effectuation  of  economies  are 
concerned,  because,  as  I  have  already  indicated,  the  fact  that 
this  division  can  function  for  both  the  electric  and  the  gas 
companies  reduces  meters  reading  and  billing  costs  of  the 
two  companies  substantially. 

Q.  You  have  some  instances,  do  you  not,  where  a  con¬ 
sumer  using  electric  service  may  not  also  be  using  gas? 
A.  There  are  some  instances  like  that;  there  are  many, 
many  instances  where  a  consumer  will  have  in  his  home 
both  an  electric  meter  and  a  gas  meter. 

Q.  Are  you  prepared  to  state  at  this  time  the  number 
of  instances  where  you  have  both  electric  and  gas  service 
on  the  same  premises  and  the  number  of  instances  in  which 
you  may  have  electric  and  not  gas?  And,  conversely,  gas 
and  not  electric?  A.  No,  but  now  that  you  have  raised 
the  question,  we  will  see  to  it  that  that  information  is  made 
available. 

Q.  Thank  you,  sir. 

Now,  the  valuation  and  property  records  division,  which 
[597]  is  set  forth  also  on  page  3  of  Exhibit  25,  actually 
comprises  two  subdivisions,  does  it  not,  one  handling  valua- 
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tion  and  the  other  continuing  property  records?  jA. 
That  is  right. 

Q.  And  the  valuation  division  or  sub-division  is  work¬ 
ing  primarily  for  only  one  of  the  companies  at  the  present 
time,  isn’t  that  a  fact?  A.  No,  I  wouldn’t  say  that  is^so. 
The  valuation  department  has,  in  recent  years,  to  my  knowl¬ 
edge,  done  considerable  work  for  the  Duquesne  Light  Com¬ 
pany,  the  Equitable  Gas  Company  and  the  Pittsburgh  & 
West  Virginia  Gas  Company. 

Q.  Is  it  not  a  fact,  however,  that  at  the  present  time 
it  is  primarily  working  on  the  valuations  of  Duquesiie? 
A.  No,  I  don’t  understand  that  to  be  the  case.  I  don’t  know 
what  you  mean,  of  course,  precisely  by  “primarily.” 

Q.  Well,  now,  has  the  original  cost  study  of  Duquesne 
been  filed?  A.  It  has. 

Q.  And  is  there  any  further  work  in  connection  there¬ 
with  other  than  the  continuing  property  records  work? 
A.  Yes.  There  are  still  some  details  in  connection  with  the 
original  cost  study  to  be  completed  for  the  Federal  Power 
Commission  and  pursuant  to  authority  from  the  Federal 
Power  Commission,  extensions  have  been  granted  to  pernfit 
of  the  completion  of  that  work. 

[598]  Q.  What  are  the  functions  of  the  continuing 
property  record  group?  A.  The  functions  of  the  con¬ 
tinuing  property  record  group  are  to  see  to  it  that  the 
necessary  information  is  available  and  compiled  to  enable 
the  companies  to  maintain  their  property  records  in  accord¬ 
ance  with  the  requirements  of  the  Uniform  System  of 
Accounts  prescribed  by  the  Pennsylvania  Commission  and 
the  Federal  Power  Commission. 

Q.  Now,  in  the  Disbursements  Division,  of  the  Account¬ 
ing  Department,  you  have  a  Fixed  Capital  Section,  do  you 
not?  A.  I  believe  it  is  in  that  division,  yes. 

i 

Q.  To  what  extent  would  you  say  there  was  duplication 
of  function  between  the  Fixed  Capital  Section  of  the  Dis- 
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bursements  Division  and  the  Continuing  Property  Record 
Group  of  Valuation  and  Property  Records  Division?  A. 
I  would  question  whether  there  is  any  duplication. 

Q.  Well,  isn’t  it  a  fact  that  the  continuing  property 
records  upon  final  completion  of  the  present  work  will  be 
used  as  fixed  capital  records?  A.  Presumably,  but  I 
would  assume  that  upon  that  taking  place  there  would  be  a 
readjustment  in  the  personnel  between  those  two  divisions, 
to  consolidate  the  operation.  The  Continuing  Property 
Records  Division,  for  example,  has  been  undergoing 
changes  in  its  organization  constantly.  As  the  volume  of 
work  of  that  division  has  been  decreasing,  incident  [599] 
to  the  determination  of  orginal  cost,  the  personnel  has  de¬ 
creased  in  size  and  presumably  the  final  set-up  of  that  de¬ 
partment  will  not  be  determined  for  a  while  yet. 

Q.  What,  if  any,  assistance  has  Public  Utility  Engi¬ 
neering  and  Service  Company  rendered  on  the  valuation 
and  continuing  property  record  work?  A.  The  services 
of  Public  Utility  Engineering  and  Service  Company  have 
consisted  primarily  of  consultation  between  the  represen¬ 
tatives  of  the  Accounting  Department  of  the  companies  in 
the  Philadelphia  Company  group  and  Mr.  Arthur  Kuhn  of 
the  Service  Company,  and  certain  other  members  of  his 
staff.  That  service  has  on  occasions  been  extremely  valu¬ 
able,  for  this  reason: 

The  Public  Utility  Engineering  and  Service  Company’s 
staff  was  involved  to  some  extent  in  the  original  cost  de¬ 
terminations  of  certain  companies  in  the  Standard  Gas  and 
Electric  System  which  were  undertaken  and  completed  be¬ 
fore  the  determination  of  original  cost  of  Duquesne  Light 
Company,  Equitable  Gas  Company  and  Pittsburgh  and 
West  Virginia  Gas  Company  and  Kentucky  West  Virginia 
Gas  Company  was  undertaken.  We  found  it  very  advan¬ 
tageous  to  secure  the  benefit  of  the  knowledge  of  Mr.  Kuhn 
and  his  associates  in  connection  with  our  original  cost  de¬ 
termination,  in  view  of  their  prior  experience,  as  contrasted 


I 


i 

i 


I 

Testimony — Philip  A.  Fleger — Cross.  523a 

| 

with  our  total  lack  of  experience  with  this  so  far  as  the 
present  Uniform  System  of  Accounts  is  concerned. 

[600]  Q.  Are  the  services  of  Public  Utility  Engineer¬ 
ing  and  Service  Company  presently  being  used?  A.:  In 
connection  with  this  specific  subject? 

Q.  Yes,  sir.  A.  I  wouldn ’t  be  prepared  to  say  whether 
they  are  being  used  today.  On  the  other  hand,  it  is  pos¬ 
sible  that  they  might  be  used  tomorrow  or  the  next  day  or 
next  week,  if,  in  the  judgment  of  the  representatives!  of 
the  Accounting  Department,  any  question  should  arise  on 
which  the  Service  Company’s  advice  would  be  helpful,  j 

Q.  Now,  page  3  also  sets  forth  as  one  of  the  divisions, 
a  Disbursements  Division ;  in  connection  with  the  worki  of 
this  Division  is  it  true  that  a  hand  and  typewritten  method 
of  vouchering  and  recording  is  followed?  A.  It  is.  j 

Q.  Has  any  consideration  been  given  to  the  installation 
of  machine  accounting?  A.  It  has.  It  has  been  the  sub¬ 
ject  of  consideration  for  at  least  a  year  and  the  matter!  is 
still  under  consideration.  You  appreciate,  of  course,  that 
when  you  come  to  consider  machine  installation  in  an  Or¬ 
ganization  of  this  character  you  have  more  than  the  ques¬ 
tion  of  costs  involved.  You  have  the  question  of  person¬ 
nel,  and  that  must  be  considered  in  the  light  of  current 
labor  negotiations,  and  labor  relations.  It  is  a  matter,  in 
other  words,  that  must  be  approached  with  [601]  consid¬ 
erable  care.  I  can  assure  you  that  in  the  consideration 
that  is  being  given  to  this  subject — and  it  has  been  con¬ 
sidered  very  intensively  for  at  least  the  past  year — that  no 
possibilities  that  are  practicable  or  feasible  which  will  in¬ 
volve  the  installation  of  machine  accounting  devices  that 
will  effect  savings  will  be  overlooked  by  these  companies. 
The  consideration  of  this  question,  as  applied  to  the  par¬ 
ticular  accounting  practices  which  have  been  in  effect  in  t}ie 
accounting  department  of  these  companies  involves  some 
very  difficult  questions.  You  cannot  install  machine  ac- 
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counting  without  precipitating  readjustments  in  many 
other  or  some  other  portions  of  the  accounting  group  that 
are  not  directly  involved. 

The  Examiner:  Suppose  we  take  a  recess  for  five 
minutes  ? 

(At  this  point  a  short  recess  was  taken,  after 
which  the  hearing  was  resumed.) 

By  Mr.  Guttmann: 

Q.  Mr.  Fleger,  we  have  made  some  reference  to  Public 
Utility  Engineering  and  Service  Company.  I  now  ask  you 
whether  there  is  in  existence  at  the  present  time  any  con¬ 
tract  between  that  company  and  Philadelphia  Company  and 
subsidiaries,  or  any  others?  A.  I  do  not  believe  that 
there  is  any  written  contract  in  effect.  It  is  my  recollection 
that  the  parties  for  some  time,  at  least  since  P.  U.  E.  &  S. 
has  been  approved  as  a  sub-[602]sidiarv  service  com¬ 
pany  by  the  SEC,  that  we  have  been  operating  pursuant  to 
an  oral  arrangement.  I  think  the  circumstances  with  re¬ 
spect  to  that  are  brought  out  in  connection  with  the  pro¬ 
ceedings  involving  the  approval  of  Public  Utility  Engi¬ 
neering  and  Service  Company  as  a  subsidiary  service 
company. 

Q.  There  has  been  no  material  change  or  modification? 
A.  In  the  practices? 

Q.  Yes.  A.  No. 

Q.  Page  4  of  exhibit  5  concerns  the  adjustment  depart¬ 
ment.  Is  this  actually  more  a  department  of  Railways 
than  it  is  of  any  of  the  other  companies?  Isn’t  that  so? 
A.  The  Adjustment  Department  is  in  somewhat  the  same 
category  as  the  Telephone  Department,  in  that  the  Ad¬ 
justment  Department  functions  primarily  for  the  Pittsburgh 
Railways  Company  and  Pittsburgh  Motor  Coach  Com¬ 
pany  Trustees.  Over  a  period  of  years  I  would  say  that 


Testimony — Philip  A.  Fleger — Cross.  525a 

I 

about  90  per  cent  or  more  of  the  work  of  that  department 
is  for  the  Pittsburgh  Railways  Company  and  Pittsburgh 
Motor  Coach  Company  and  at  present  the  Trustees.  There¬ 
fore,  here  again  the  companies  in  the  Philadelphia  Group 
have  recognized  that  the  operations  in  the  department 
should  be  subject  primarily  to  the  direction  and  supervi¬ 
sion  of  the  Railways  Company,  and  the  Motor  Coach  Com¬ 
pany  Trustees.  The  other  companies,  notwithstanding 
that,  find  it  advantageous  to  have  this  department  function 
as  a  department  for  their  [603]  companies,  because  of  the 
savings  that  are  effected  by  their  functioning  in  this  way 
for  those  companies.  In  fact,  here  again  the  companies, 
other  than  Pittsburgh  Railways  Company  and  Pittsburgh 
Motor  Coach  Company  and  their  trustees  could  not  justify 
an  Adjustment  Department  or  a  Department  which  is  re¬ 
sponsible  for  the  settlement  and  handling  of  trials  j  of 
personal  injury  or  negligence  claims  if  the  department  had 
to  perform  only  such  personal  injury  or  negligence  work 
as  is  required  by  the  companies  other  than  the  Trustees  of 
Pittsburgh  Railways  Company  and  Pittsburgh  Motor  Coach 
Company.  In  fact,  in  connection  with  labor  matters,  this 
department  has  been  recognized  to  be  primarily  a  depart¬ 
ment  of  the  Pittsburgh  Railways  Company  and  Pittsburgh 
Motor  Coach  Company  as  is  evidenced  by  the  fact  that 
when  the  general  departments  were  certified  as  a  bargain¬ 
ing  unit,  the  adjustment  department  was  not,  I  believe,  in¬ 
cluded  in  that  unit.  That  represents  a  parallel  situation 
to  the  Telephone  Department  again  because  there  again 
it  is  my  recollection  that  the  Telephone  Department  was 
not  included  in  the  general  department  bargaining  unit. 
I  would  assume  likewise  that  in  the  1940  report  to  the 
Securities  and  Exchange  Commission  on  the  general  de¬ 
partments,  that  the  Adjustment  Department  wTould  have 
been  listed  as  I  have  suggested  here,  to  wit,  as  a  general 
department,  and  not  a  department  solely  of  Pittsburgh 
Railways  Company  and  Pittsburgh  [604]  Motor  Coach 
Company  or  their  trustees.  j 
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Q.  Do  you  know  what  was  the  cost  of  operating  the 
Adjustment  Department  for  1946?  A.  I  don’t  recall 
the  figure.  I  have  seen  it  several  times,  but  I  will  have  to 
refresh  my  recollection. 

Q.  I  would  appreciate  it  if  you  would,  and  at  the  same 
time  would  you  ascertain  for  us  what  the  Trustees  of  Rail¬ 
ways  contributed  towards  their  cost  of  operation  in  that 
period?  A.  Yes.  I  believe  that  they  contributed  the 
great  bulk  of  the  cost  of  operation  of  that  department. 

Q.  On  page  5  of  Exhibit  25  you  set  forth  an  organization 
chart  for  the  advertising  department.  Is  it  not  a  fact 
that  Equitable  Gas  places  considerable  advertising  outside 
of  the  advertising  which  is  placed  through  this  General 
Department?  A.  It  all  depends  on  what  you  mean  by 
“considerable”.  It  is  true  that  for  a  number  of  years  the 
Equitable  Gas  Company  has  cooperated  with  the  Manu¬ 
facturers  Light  &  Heat  Company  and  the  Peoples  Natural 
Gas  Company  on  a  joint  advertising  campaign  on  behalf 
of  what  is  termed  in  those  advertisements,  the  Natural 
Gas  companies  of  Pittsburgh.  That  advertising  is  placed 
through  an  outside  publicity  or  advertising  agency.  I  would 
like  to  say  now  that  you  have  brought  the  subject  up  that 
I  think  that  the  Equitable  Gas  Company’s  participation  in 
this  advertising  campaign  with  the  other  so-called  inde¬ 
pendent  natural  gas  companies  who  are  not  in  any  way 
presently  associated  [605]  with  the  companies  or  systems 
that  have  electric  operations,  negatives  any  idea  that  might 
be  advanced  that  the  operations  of  the  Equitable  Gas 
Company  are  being  subordinated  or  affected  by  or  in  any 
way  dominated  by  the  operations  of  the  Duquesne  Light 
Company  in  the  Philadelphia  Company  group. 

Q.  Is  it  a  fact  that  in  1946  Equitable  Gas  paid  $43,000 
in  the  natural  gas  advertising  campaign,  that  is,  the  cam¬ 
paign  which  Peoples,  Manufacturers  and  I  think  Phillips, 
combined?  A.  That  sounds  about  correct,  yes. 

Q.  And  copy  for  that  campaign,  you  say,  is  prepared  by 
an  outside  concern,  is  that  Ketchum,  to  winch  you  refer  ? 
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A.  Either  Ketchum,  Incorporated  or  Ketchum,  McLeod  & 
Grove.  There  are  two  firms.  I  wouldn’t  be  prepared  to  say 
offhand  which  of  the  firms  it  is  that  handles  this  joint 
natural  gas  company  advertising  material. 

I  want  to  point  out,  though,  that  the  views  of  the  Equi¬ 
table  Gas  Company  as  expressed  through  its  representatives 
on  the  Committees  of  the  Company  or  the  Committee  of  the 
natural  gas  companies,  that  is  responsible  for  that  joint  ac}- 
vertising,  do  reflect,  necessarily,  consultation  with  and  ad¬ 
vice  received  from  the  Advertising  Department  that  we  are 
now  discussing  here. 

Q.  Another  of  the  functions  of  your  advertising  depart¬ 
ment  as  outlined  on  Page  5  of  Exhibit  25  is  the  preparation 
of  a  house  organ  called  “Public  Service”,  is  that  right? 
[606]  A.  That  is  correct. 

Q.  And  Public  Service  is  a  monthly  magazine  ?  A.  It 

is. 

Q.  It  is  charged,  I  believe,  against  all  of  the  companies 
on  the  basis  of  the  number  of  copies  received  by  employees  § 
A.  Yes,  with  the  exception  that  in  the  case  of  one  or  tw<) 
of  the  very  small  companies,  for  example,  Cheswick  &  Harp 
mar,  I  would  question  whether  the  number  of  employees 
affected  there  would  be  sufficient  to  justify  a  specific  charge 
by  the  advertising  department. 

| 

Q.  Is  that  charged  on  the  basis  of  cost  per  copy?  Aj. 
I  wouldn’t  be  prepared  to  say,  Mr.  Guttmann. 

Q.  What  is  the  policy  in  that  magazine  with  regard  t<> 
advertising  space?  Is  that  free  space  to  the  system  comi- 
panies?  A.  I  wouldn’t  be  prepared  to  say  that  it  is  what 
you  call  “free  space”  to  the  system  companies,  but  gener¬ 
ally  speaking  I  would  say  that  it  is  available  to  all  the  comj- 
panies  in  the  group  for  the  purpose  of  bringing  to  the  attenr 
tion  of  the  employees  any  matters  that  the  particular  comr 
panies  have  which  they  desire  to  have  brought  to  their 
attention. 
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Q.  I  am  referring  to,  for  example,  your  inside  front 
cover  and  both  inside  and  outside  back  cover  of  Public  Serv¬ 
ice.  You  there  do  carry  straight  advertising  of  the  various 
of  the  [607]  companies,  do  you  not?  A.  That  is  right. 

Q.  Is  that  paid  for  by  the  companies  separately?  A. 
I  do  not  think  it  is  paid  for  separately  by  the  company  that 
the  advertisement  in  a  particular  instance  relates  to. 

Q.  How  is  that  space  allocated  among  the  companies? 
A.  I  wouldn’t  be  prepared  to  say  offhand. 

Q.  One  of  the  functions  of  your  advertising  department 
concerns  the  placing  of  contracts  for  advertising  space, 
isn’t  that  right?  A.  That  is  correct. 

Q.  Can  you  tell  me  whether  or  not  it  is  a  fact  that  in 
December  of  1946,  Duquesne  Light  Company  utilized  100 
per  cent  of  all  of  the  advertising  space  used  by  Philadelphia 
Company  and  subsidiaries  in  the  daily  and  weekly  news¬ 
papers?  A.  Would  you  read  that,  please? 

(The  question  was  read.) 

The  Witness:  I  would  not  question  the  accuracy 
of  that  statement  for  that  particular  month. 

By  Mr.  Gut'mann: 

Q.  As  a  matter  of  fact,  throughout  all  of  1946  it  is  true, 
is  it  not,  that  Equitable  Gas  Company  was  operating  under 
a  materially  reduced  advertising  budget?  A.  It  was  pri¬ 
marily  because — and  this  is  the  condition  [608]  that  was 
common  to  the  three  natural  gas  companies  in  Pittsburgh 
— due  to  the  fact  of  the  tremendous  increase  that  took  place 
in  the  demand  for  central  house-heating  by  gas,  after  the 
termination  of  the  War,  which  the  gas  companies,  all  of 
them,  were  not  able  to  keep  pace  with  in  terms  of  pipeline 
capacity,  to  increase  their  peak  day  deliveries,  the  gas  com¬ 
panies  considered  it  unwise  to  promote  the  sale  of  gas 
service  to  the  maximum  extent  and  thereby  precipitate  an 
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even  more  difficult  supply  problem  than  that  which  has  been 
encountered  this  winter. 

The  demand  for  central  house-heating  by  gas  that  has 
developed  since  the  end  of  the  War  has  gone  way  beyond 
what  any  of  the  gas  companies  anticipated,  and,  in  fact,  in 
the  latter  part  of  last  year  it  became  necessary  for  Equi¬ 
table  Gas  Company,  which  merchandises  conversion 
burners,  to  discontinue  the  sale  of  conversion  burners,  i  and 
in  this  respect  I  believe  that  the  Equitable  Gas  Company 
was  the  last  of  the  companies  in  Pittsburgh  that  was  forced 
to  adopt  this  measure.  I  am  under  the  impression,;  for 
example,  that  the  Manufacturers  Light  &  Heat  Company 
was  forced  to  discontinue  the  sale  of  conversion  burners  in 
the  early  part  of  1946  because  of  this  temporary  supply 
problem  that  I  have  referred  to. 

i 

Q.  It  is  also  true,  is  it  not,  that  there  has  been  consider¬ 
able  difficulty  in  obtaining  a  supply  of  conversion  burning 
equipment?  [609]  A.  That  is  not  true.  The  problem  has 
not  been  one  of  supply.  It  has  been  one  rather  of  quality 
and  the  supervision  of  the  installation  of  conversion 
burners,  to  avoid  the  installation  of  defective  burners  that 
would  give  rise  to  service  interruptions  and  in  some  c&ses 
possibly  more  serious  incidents,  such  as  explosions.  It,  un¬ 
fortunately,  happened,  that  after  the  War,  in  the  fac^  of 
this  unprecedented  demand  for  central  house-heating,  that 
there  came  into  existence  certain  firms  who  were  seeding 
to  take  advantage  of  that  market,  who  were  not  entirely 
reputable,  and  the  chief  problem  of  the  Equitable  Gas  Com¬ 
pany  was  not  in  securing  conversion  burners,  but  when  it 
discontinued  the  sale  of  them  it  was  rather  a  problem  of 
educating  its  customers  not  to  buy  conversion  burners  that 
were  not  approved  by  the  Company  and  by  the  American 
Gas  Association.  j 

i 

! 

[610]  Q.  Was  there  an  adequate  supply  of  such  ap¬ 
proved  equipment?  A.  For  a  period  after  V-J  day  the 
supply  was  not  up  to  the  demand.  During  the  early  part 
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of  1946  and  in  the  latter  part  of  1946  conversion  burners 
became  available  in  substantial  quantities.  Here  again  the 
supply  was  not  completely  up  to  the  demand  but,  as  I  said 
before,  the  sale  of  conversion  burners  was  not  discontinued 
by  Equitable  Gas  Company  because  of  any  lack  of  equip¬ 
ment  of  that  character  of  approved  quality,  but  because 
the  gas  companies  bad  not  been  able  to  expand  their  pipe 
line  facilities  to  a  point  where  they  could  handle  this  house- 
beating  load  in  the  -winter  peaks  along  with  the  other 
residential  load  on  a  satisfactory  basis.  This  is,  of  course, 
a  purely  temporary  condition  and  all  of  the  companies  are, 
of  course,  taking  steps  to  improve  their  winter  supply 
capacity  in  order  that  the  full  advantage  can  be  taken  of 
this  central  house-beating  load  that  has  been  experienced 
since  the  termination  of  the  war. 

Q.  Referring  back  just  for  a  moment  to  the  natural  gas 
advertising  campaign  in  which  Equitable  joined  with 
Peoples,  Manufacturers  and  Phillips,  is  it  not  true  that 
during  1946  the  major  portion  of  the  advertising  dealt  with 
curtailment  rather  than  promotion  of  gas  service?  A. 
1946? 

Q.  Yes,  sir.  [611]  A.  It  dealt  -with  the  subject  of  cur¬ 
tailment  in  the  latter  part  of  1946,  but  I  am  not  under  the 
impression  that  it  dealt  with  curtailment  principally 
throughout  the  entire  year.  Furthermore,  the  program 
had  its  inception  in  a  mutual  desire  of  the  companies  to 
promote  and  encourage  the  use  of  natural  gas  as  has  been 
in  effect  for  some  years  now,  and  with  the  exception  of 
this  abnormal  condition  that  arose  in  1946  that  I  have 
already  referred  to,  the  advertising  program  had  as  its 
basic  objective  encouraging  and  educating  residents  of  the 
Pittsburgh  district  served  by  these  companies  to  use  greater 
amounts  of  natural  gas,  and  that,  as  I  have  indicated  before, 
involved  competition  between  Equitable  Gas  Company  and 
Duquesne  Light  Company,  for  example,  on  a  basis  that  -was 
in  conformity  with  the  policy  of  the  other  two  companies, 
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Manufacturers  Light  &  Heat  Company  and  Peoples  Natural 
Gas  Company. 

Q.  That  competition  of  which  you  speak  between  gas 
and  electric  does  not  exist  in  the  space-heating  field,  does 
it  ?  A.  To  a  very  limited  extent. 

Q.  And  by  that  you  are  referring  to  the  possibility  of 
utilization  of  electric  for  small  space  heating?  A.  I  am 
talking  about  electric  radiant  heaters  that  are,  for  example, 
frequently  installed  in  bathrooms  of  houses  that  are  fully 
equipped  with  natural  gas.  I  am  talking  about  portable 
electric  radiant  heaters.  I  admit  that  up  to  the  present 
time  space  heating  by  means  of  electricity  has  not  assumed 
the  [612]  proportions  of  space  heating  by  natural  gas.  j 

Q.  There  is,  however,  a  competitive  field  in  regard  to 
cooking,  refrigeration  and  water  heating,  is  there  nbt? 
A.  Very  definitely.  Both  the  Duquesne  Light  Company 
and  the  Equitable  Gas  Company  had  mapped  out  well  in 
advance  of  V-J  day  intensive  programs  which  involved 
planning  five  years  ahead,  involving  the  promotion  of  spch 
load  as  range  or  cooking  load,  water-heating  load,  and  re¬ 
frigeration  load.  | 

Q.  And  during  the  year  1946  is  it  or  is  it  not  a  fact  that 
Duquesne  used  approximately  between  75  and  80  per  cent 
of  all  the  radio  advertising  time  utilized  by  any  of  the  sys¬ 
tem  companies?  A.  I  think  that  is  correct.  Duquesne 
Light  Company  has  done  considerably  more  radio  adver¬ 
tising  than  has  the  Equitable  Gas  Company.  j 

Q.  And  during  1946  is  it  true  that  Duquesne  utilised 
approximately  66%  per  cent  of  all  outdoor  advertising 
engaged  in  by  the  compaines?  A.  Yes,  but  I  wopld 
consider  1946  anything  but  a  representative  year,  and  in 
fact,  quite  an  abnormal  year,  because  of  the  inability  of 
Equitable  Gas  Company,  as  well  as  the  Peoples  and  Manu¬ 
facturers,  to  press  the  sales  of  their  product.  The  Manu¬ 
facturers  Light  &  Heat  Company  and  the  Peoples  Natural 
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Gas  Company  have  in  the  past  few  months  gone  consider¬ 
ably  beyond  what  the  Equitable  Gas  Company  has  done  in 
urging  the  [613]  public  to  conserve  gas  due  to  the  present 
supply  situation.  Statements  have  been  issued  by  those 
companies  through  the  newspapers  to  the  general  public 
vrhich  do  not  conform  with  the  ideas  of  the  Equitable  Gas 
Company  operating  people  as  to  what  is  necessary  in  re¬ 
spect  to  that  company’s  operations  and  the  situation  as  far 
as  dependable  service  to  its  customers  is  concerned. 

Q.  What  individual,  Mr.  Fleger,  directs  and  controls 
the  extent  of  advertising  engaged  in  by  Duquesne  Light 
Company  and  by  Equitable  Gas  Company?  A.  The  ex¬ 
tent  of  the  advertising  is,  in  the  final  analysis,  determined 
by  the  president  of  Duquesne  Light  Company  and  the  presi¬ 
dent  of  Equitable  Gas  Company  after  consultation  with  not 
only  the  members  of  their  staffs  but  after  consultation  with 
the  advertising  department.  It  is  true  that  the  advertising 
department’s  views  and  recommendations  in  many,  if  not 
most,  instances  are  given  primary  weight,  but  as  far  as  the 
actual  responsibility  is  concerned,  that  rests  with  the  presi¬ 
dent  of  each  company.  That,  as  a  matter  of  fact,  is  true 
of  all  of  the  operations  of  the  general  departments  of  these 
companies.  Final  authority  and,  therefore,  final  responsi¬ 
bility  rests  in  the  chief  executive  officer. 

Q.  Now,  your  advertising  department,  in  addition  to  its 
straight  advertising  functions,  also  handles  public  rela¬ 
tions,  does  it  not?  [614]  A.  It  does. 

Q.  And  does  it  do  all  of  the  public  relations  work  for 
all  of  the  subsidiaries  and  for  Philadelphia  Company? 
A.  It  does  all  the  public  relations  work  except  possibly  spe¬ 
cial  assignments  when  outside  public  relations  agencies 
may  be  brought  in  to  assist,  but  the  basic  responsibility  for 
public  relations  of  the  companies  in  the  group  is  with  the 
advertising  department. 

Q.  For  example,  the  public  relations  work  that  is  con¬ 
ducted  in  connection  with  these  proceedings,  is  that  handled 
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by  the  advertising  department?  A.  That  is  the  primary 
responsibility  of  the  advertising  department.  The  adver¬ 
tising  department  on  its  responsibility  has  seen  fit  to  en¬ 
gage  the  assistance  of  the  firm  of  Ketchum,  Inc.,  whose 
services  have  been  utilized  in  other  connections  over  the 
years,  and  which  is  the  same  organization  that  handles  the 
joint  advertising  of  the  natural  gas  companies  in  the  Pitts¬ 
burgh  district,  including  the  Manufacturers  Light  &  Heat 
Company  and  the  Peoples  Natural  Gas  Company. 

Q.  Just  as  an  illustration  of  the  method  of  cost  alloca¬ 
tion  will  you  tell  us  how  the  costs  of  the  public  relations 
work  engaged  in  for  the  purpose  of  these  proceedings  are 
to  be  allocated  among  the  companies?  A.  I  don’t  know 
that  that  question  has  arisen  yet,  Mr.  Guttmann,  at  least 
it  has  not  been  brought  to  my  attention. 

[615]  Q.  Now,  in  connection  with  the  allocation  of 
charges  and  with  reference  to  the  public  relations  work 
during  1946,  were  any  changes  made  to  revise  the  ratio  of 
charges  in  that  year  to  reflect  Duquesne’s  involvement!  in 
labor  disputes  during  that  period?  A.  I  would  not!  be 
prepared  to  say  whether  any  change  had  been  made  in  the 
specific  allocations  of  specific  departments  in  a  particujar 
year.  The  general  practice,  however,  is  for  each  depart¬ 
ment  at  least  once  a  year  to  examine  its  allocation  of  ex¬ 
pense  to  the  various  companies  in  the  group  and  the  usqal 
practice  when  the  budget  is  made  up  for  a  particular  year 
is  to  examine  the  experience  that  was  encountered  in  the 
preceding  year.  Therefore  it  is  conceivable  that  certain 
work  may  have  been  done  for  a  particular  company  which 
was  not  compensated  for  fully  by  an  adjustment  in  the 
charges  against  that  company  in  that  particular  current 
year,  but  that  can  and  has  been  in  past  practice  picked  up 
and  compensated  for  in  the  allocations  made  for  the  en¬ 
suing  year. 

Q.  But  your  answer  is  that,  specifically  as  to  this  item, 
you  don’t  know  what  change,  if  any,  was  made?  A.  No. 
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Q.  Now,  at  page  6  of  Exhibit  25  you  set  forth  the  or¬ 
ganization  chart  affecting  the  law  department,  and  in  that 
connection  is  it  not  a  fact  that  the  attorneys  for  the  trus¬ 
tees  of  Railways  and  Motor  Coach  utilize  some  of  the  facili¬ 
ties  of  [616]  the  law  department,  including  the  library  and 
secretarial  personnel?  A.  They  do. 

Q.  And  is  any  charge  made  to  them  for  that  usage? 
A.  There  is. 

Q.  Do  they  utilize  the  same  secretarial  personnel  as  do 
the  attorneys  in  the  general  law  department  of  Philadel¬ 
phia  Company  and  subsidiaries?  A.  That  is  right.  As 
a  matter  of  fact,  if  the  trustees  had  not  been  provided  the 
space  and  the  services  to  which  you  refer  it  would  have  been 
necessary  for  them  to  have  set  up  a  complete  law  depart¬ 
ment,  with  the  necessary  secretarial  and  other  clerical  ser¬ 
vices,  and  they  would  not  have  had  available  to  them  the 
law  library  and  filing  services  that  are  available  to  them 
by  reason  of  their  participation  in  the  law  department. 
The  situation  here  is  no  different  from  that  of  the  other 
general  departments  in  which  the  trustees  have  elected  to 
participate,  presumably  on  the  basis  of  their  study  which  I 
have  already  referred  to,  which  disclosed  that  a  discontinu¬ 
ance  of  the  joint  arrangement  would  involve  a  loss  of  econ¬ 
omies  of  almost  $100,000  a  year.  The  special  counsel  for 
the  trustees,  to  whom  you  refer,  Mr.  William  Anderson  and 
M.  M.  Morrison,  are  completely  independent  of  any  super¬ 
vision  by  anyone  in  the  law  department  and  are  responsible 
only  to  the  trustees  of  Pittsburgh  Railways  Company  and 
Pittsburgh  Motor  Coach  Company. 

[617]  Q.  And  their  salaries  are  direct  charges  against 
the  trustees  of  Railways  and  Motor  Coach?  A.  They 
are. 

Q.  Now,  I  see  in  the  setup  of  your  law  department  you 
have  an  office  manager,  Mr.  E.  E.  McCormick.  A.  That 
is  correct. 
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Q.  What  is  his  salary?  A.  Mr.  McCormick  receives 
a  salary  of  approximately,  according  to  my  recollection, 
of  about  $7,000  a  year. 

Q.  In  addition  to  being  the  law  department  office  man¬ 
ager  of  Philadelphia  Company  and  subsidiaries,  is  it  not 
true  that  he  is  also  the  office  manager  of  the  law  depart¬ 
ment  of  the  Pittsburgh  Railways  and  subsidiary  com¬ 
panies?  A.  Well,  necessarily,  since  the  trustees’  special 
counsel  and  the  real  estate  division,  both  of  which  functibn 
for  the  trustees,  utilize  the  office  facilities,  including  cleri¬ 
cal,  stenographic,  secretarial,  filing  and  law  library  services, 
all  of  which  are  under  the  direction  and  supervision  of 
Mr.  McCormick,  he  necessarily  functions  in  that  respect 
for  the  trustees  of  Pittsburgh  Railways  Company  apd 
Pittsburgh  Motor  Coach  Company. 

Q.  Is  any  part  of  Mr.  McCormick’s  salary  allocated 
to  the  various  railway  subsidiaries  and  Pittsburgh  Rail¬ 
ways  Company?  A.  A  portion  of  his  salary  is  allo¬ 
cated  on  a  gross  revenue  basis  to  all  of  the  companies  In 
the  Philadelphia  Company  group,  including  the  trustees 
of  Pittsburgh  Railways  Company  [618]  and  Pittsburgh 
Motor  Coach  Company. 

Q.  I  note  that  Mr.  McCormick  appears  to  be  a  director, 
as  well  as  office  manager  of  the  law  department,  of  various 
of  the  street  railway  companies  and  traction  companies, 
is  that  a  fact?  A.  That  is  a  fact. 

Q.  I  understood  you  to  say  that  a  portion  of  Mr.  Mc¬ 
Cormick’s  salary  is  allocated  to  Railways  on  a  gross 
revenue  basis?  A.  That  is  correct. 

Q.  What  portion  of  his  salary  is  allocated  to  Railways 
on  that  basis?  A.  Well,  that  is  a  mathematical  com¬ 
putation. 

Q.  Is  it  a  large  portion?  A.  It  is  less  than  the  Du- 
quesne  Light  Company  and  it  is  less  than  the  Equitable 


t 


536a  Testimony — Philip  A.  Fleger — Cross . 

Gas  Company  and  Pittsburgh  &  West  Virginia  Gas  Com¬ 
pany  together.  Generally  speaking,  the  charges  of  the 
general  department  employees,  where  the  charge  is  not  on 
a  measure  of  work  done,  results  in  a  charge  against  the 
Railways  considerably  less  than  the  Duquesne  Light  Com¬ 
pany  and  somewhat  in  the  neighborhood  of  the  charge 
against  the  Equitable  Gas  Company  and  Pittsburgh  & 
West  Virginia  Gas  Company  together. 

Q.  Is  there  any  direct  connection  between  the  allocation 
on  a  gross  revenue  basis  and  the  actual  work  performance 
by  Mr.  McCormick?  [619]  A.  The  measure  of  work  per¬ 
formed  by  gross  revenue  allocation  may  be  questioned  as 
applied  to  specific  instances.  However,  taking  the  entire 
general  department  organization  as  a  whole  and  as  applied 
to  the  work  of  persons  in  that  group  of  departments  whose 
work  is  not  susceptible  of  precise  measurement,  in  my 
judgment  the  allocation  of  expense  is,  over  a  period  of 
years,  when  based  on  gross  revenues,  a  reasonable  measure 
of  the  work  performed.  The  alternative  to  that  method 
of  measurement  as  applied  to  persons  of  the  type  that  I 
speak  of,  and  that  is  of  persons  who  do  not  perform  a  spe¬ 
cific  function,  such  as  making  out  checks,  where  the  number 
of  checks  is  clearly  a  measure  of  the  work  performed,  would 
be  to  have  them  keep  time  slips  of  the  time  devoted  to  the 
work  of  a  particular  company.  As  far  as  I  am  concerned, 
that  is  not  nearly  as  satisfactory  as  the  gross  revenue  allo¬ 
cation,  because  the  time  allocation  approaches  admit  of  the 
exercise  of  judgment  that  permits  of  throwing  expense  on 
one  company  where  it  might  properly  be  on  another  and 
it  is  not  susceptible  of  regulation  or  control  on  any  satis¬ 
factory  basis.  I  challenge  anyone  to  devise  a  system  of 
expense  allocation  for  the  departments  in  the  so-called 
general  department  category  of  the  Philadelphia  Company 
and  subsidiary  companies  that  is  fairer  than  the  allocations 
that  we  have  made  over  the  past  years  and  I  would  like  to 
say,  in  that  connection,  that  not  only  has  the  Securities  and 
Exchange  Commission  been  on  notice  of  our  [620]  prac- 
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tices  in  this  respect  for  many  years,  as  has  the  Pennsyl¬ 
vania  Public  Utility  Commission,  but  the  question  of  the 
fairness  of  these  allocations  has  arisen  in  various  proceed¬ 
ings.  To  illustrate,  for  example,  when  the  Pittsburgh 
Motor  Coach  Company  rates  were  a  subject  of  complaint 
on  tw’o  separate  occasions,  once  before  1930  and  anotheir 
time  about  that  year,  in  a  proceeding  before  the  Pennsyl¬ 
vania  Public  Utility  Commission  the  question  was  raised  as 
to  whether  or  not  the  operating  expenses  represented  by  the 
proportionate  share  of  the  Motor  Coach  Company’s  part  of 
the  general  department  expenses  were  reasonable.  Therq 
have  been  other  instances  in  which  the  question  has  arisen 
in  specific  proceedings  of  that  character  and  to  my  knowl¬ 
edge  there  has  never  been  a  decision  rendered  in  any  case 
like  that  which  has  either  held  that  the  method  of  charging 
is  not  fair  and  reasonable  or  which  has  suggested  an  alter¬ 
native  charge,  and  I  would  like  to  make  this  clear,  in  ordef 
that  there  is  no  misunderstanding  on  this  point,  that  ovet 
the  years  the  responsibility  for  the  allocation  of  the  eXr 
penses  of  each  of  these  general  departments  has  been  pri¬ 
marily  that  of  the  department  head.  I  have  never  been 
aware  of  any  department  head  having  been  told  what 
basis  or  what  method  he  should  employ  for  this  purposer 
Similarly,  each  of  the  companies  in  the  group,  such  as  the 
trustees,  for  example,  naturally,  in  an  effort  to  produce  the 
best  results  for  their  particular  company,  when  they  preT 
pare  their  budgets  for  a  [621]  particular  year,  carefully 
examine  the  budgets  and  the  allocations  of  the  general 
departments  and  there  are  usually  in  each  year  at  least 
once  a  year  consultations  between  the  operating  represent¬ 
atives  of  the  particular  companies  and  the  heads  of  the  gen-j 
eral  departments,  and  I  know  from  personal  experience  in! 
connection  with  the  law  department,  of  which  I  happen  to 
be  head,  that  the  allocations  are  the  result  of  consideration 
by  the  individual  department  head  of  the  work  performed 
by  his  department  and  the  discussions  with  representatives 
of  the  various  operating  companies,  and  therefore  reflect 
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the  combined  judgment  and  experience  of  the  people  that 
are  primarily  responsible  for  the  results  to  be  achieved 
by  the  particular  companies. 

[622]  Q.  Would  you  be  kind  enough  to  furnish  at  a 
later  date  for  the  record  two  figures,  one  representing  the 
gross  salary  of  Mr.  E.  E.  McCormick  for  1946,  and  the 
other  representing  the  portion  thereof  attributable  to  Rail¬ 
ways  Company?  A.  Yes. 

Q.  In  your  law  department,  do  not  certain  of  the  attor¬ 
neys  listed  on  Page  6  of  Exhibit  25  specialize  either  in  the 
operations  of  your  gas  or  your  electric  or  other  proper¬ 
ties?  A.  There  are  two  attorneys  that  are  specialists. 
One,  Mr.  Y.  W.  Thomas,  functions  primarily  for  the  com¬ 
panies  in  the  so-called  electric  group.  In  that  group,  prac¬ 
tically  all  the  work  is  wTork  for  the  Duquesne  Light  Com¬ 
pany.  The  other  specialist  is  Mr.  B.  H.  Smyers,  Jr.,  who 
functions  for  the  companies  in  the  gas  group,  and  he  works 
primarily  for  the  Equitable  Gas  Company  and  the  Pitts¬ 
burgh  and  West  Virginia  Gas  Company.  The  other  attor¬ 
neys  work  for  all  of  the  companies  in  the  system  except  the 
trustees  in  Pittsburgh  Railways  Company  and  Pittsburgh 
Motor  Coach  Company,  and  their  salaries  and  expenses  are 
allocated  on  the  basis  of  gross  revenues  of  the  companies 
for  whom  they  work. 

Q.  I  take  it  then  that  aside  from  Mr.  Smyers  and  Mr. 
Thomas,  the  other  attorneys  listed  on  Page  6  of  Exhibit  25 
function  generally  for  the  other  companies  in  the  group,  or 
do  they  function  for  the  other  companies  including  gas  and 
electric?  [623]  A.  They  function  for  the  other  com¬ 
panies  including  gas  and  electric,  for  all  of  the  companies 
as  I  said  except  the  trustees  of  Pittsburgh  Railways  and 
Pittsburgh  Motor  Coach  Company. 

Q.  Page  7  of  Exhibit  25  sets  forth  the  organization 
chart  of  your  personnel  department.  This  department  I 
see  handles  annuities  and  I  wonder  whether  that  includes 
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all  of  the  annuties  or  whether  there  would  be  another  or 
others  than  those  handled  by  the  personnel  department 
which  are  handled  elsewhere  ?  A.  The  personnel  depart¬ 
ment  is  the  department  which  is  primarily  responsible  for 
annuities.  | 

Q.  Does  Mr.  Crowley  have  an  annuity?  A.  He  does, 
and  that  has  likewise  been  set  forth  in  the  various  report^ 
to  the  Commission.  I 

l 

Q.  Is  that  handled  through  the  personnel  department? 
A.  The  personnel  department  has  the  record  of  that  ant 
nuitv  along  with  its  other  annuity  records. 

Q.  With  regard  to  annuities,  does  that  also  cover  the 
employees  of  the  trustees  of  Railways  and  Motor  Coach 
Company?  A.  It  does  because  the  personnel  department 
functions  for  all  the  companies  in  the  group,  including  thq 
trustees  of  Pittsburgh  Railways  Company  and  Pittsburgh 
Motor  Coach  Company,  as  is  shown  on  Page  7  of  Exhibit  25j 

i 

Q.  Are  the  Railways  annuities  under  the  same  contractj 
[624]  as  are  the  other  annuities  in  the  system  group?  A. 
The  group  annuities  are  provided  for  in  a  basic  contract 
between  Philadelphia  Company  and  the  Equitable  Life  As-j 
surance  Societv.  The  Societv  insisted  that  the  contract  be 
made  with  Philadelphia  Company.  By  the  terms  of  the 
contract  it  is  made  applicable  to  certain  companies  in  the 
Philadelphia  Company  group,  and  the  Pittsburgh  Railways; 
and  Pittsburgh  Motor  Coach  Company  employees,  now  em-j 
ployees  of  the  trustees,  are  covered  by  that  contract.  There 
may  be  some  minor  differences  in  the  terms  of  the  contract; 
as  applied  to  the  Railways  trustees,  Motor  Coach  trustees,! 
and  the  other  companies. 

I 
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Q.  With  regard  to  the  functions  of  the  personnel  de-i 
partment,  they  do  not  have  final  hiring  power,  do  they,  in’ 
that  department  for  system  companies?  A.  In  a  tech-j 
nical  sense,  no.  As  a  practical  matter,  there  are  many 
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positions  of  minor  character  that  their  recommendation 
or  action  on  is  of  primary  importance. 

Q.  Would  your  observation  be  the  same  for  personnel 
hired  for  trustees?  A.  I  would  not  know  what  the  pres¬ 
ent  practice  of  the  trustees  is  with  respect  to  that  matter. 

Q.  At  Page  8  of  Exhibit  25,  you  set  forth  the  organiza¬ 
tion  for  purchasing  and  stores  department.  Isn’t  it  a  fact 
that  the  stores  department  or  division  of  that  department 
is  actually  a  department  of  Duquesne  Light  Company? 
[625]  A.  Well,  it  functions  almost  exclusively  for  Du¬ 
quesne  Light  Company. 

Q.  And  the  stores  division  employees  are  on  Duquesne ’s 
payroll?  A.  They  are. 

Q.  In  the  treasury  department,  Page  11  of  Exhibit  25, 
you  have  a  Railways  counting  room  set  forth  as  a  subdivi¬ 
sion.  That  is  a  100  per  cent  function  of  Railways,  is  it  not? 
A.  It  is. 

Q.  Are  there  any  other  divisions  of  this  department 
which  are  likewise  100  per  cent  functions  of  Railways? 
A.  I  do  not  believe  so. 

Q.  Incidentally,  on  my  copy  of  Exhibits  38  and  39,  I 
note  that  the  seventh  page  inserted  therein  is  a  copy  of  the 
organization  charts  of  the  law  department.  Exhibit  38  is 
the  exhibit  on  Railways  and  Exhibit  39  on  Motor  Coach,  and 
I  take  it  that  the  reason  for  that  inclusion  has  already  been 
explained  to  be  the  fact  that  there  are  some  functions  of 
that  department,  particularly  in  the  real  estate  division, 
which  are  rendered  to  the  trustees  of  Railways  and  trustees 
of  Motor  Coach,  is  that  right?  A.  That  is  correct.  And, 
that  is  explained  in  the  footnote  in  the  particular  pages 
that  you  referred  to. 

[Here  follows  a  discussion  between  the  Examiner  and 
counsel  as  to  the  production  by  the  Commission  of  Phila¬ 
delphia  Ex.  40.] 
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[627]  By  Mr.  Guttmann :  \ 

Q.  I  noted  in  looking  over  what  purports  to  be  a  copy  of 
Mr.  Hackney’s  offered  Exhibit  40,  there  were  certain  geh- 
eral  departments  mentioned  therein  which  are  apparently 
not  in  existence  today  and  these  include  the  president’s  de¬ 
partment  of  which  you  have  already  spoken  somewhat  on 
the  record,  also  sales  and  service  department.  Would  you 
care  to  tell  us  briefly  what  happened  to  the  sales  and  ser¬ 
vice  department?  A.  Yes,  I  believe  I  referred  in  my  di¬ 
rect  testimony  to  the  fact  that  in  recent  years  that  there 
have  been  some  changes  in  the  companies  who  have  general 
departments  functioning  for  them  and  in  the  departments 
themselves.  I  have  already  explained  the  change  in  the 
president’s  department.  The  sales  and  service  department 
has  been  the  subject  of  a  change  in  this  respect :  In  1942, 
which  was  the  same  year  in  which  the  president’s  depart¬ 
ment  was  discontinued  when  separate  presidents  were 
elected  for  Philadelphia  Company,  Duquesne  Light  Com¬ 
pany,  Equitable  Gas  Company,  and  Pittsburgh  and  West 
Virginia  Gas  Company,  there  were  segregations  as  to  cer¬ 
tain  functions.  Prior  to  1942,  all  of  the  sales  activities  and 
related  activities  of  the  companies  in  the  group  w^ere  per¬ 
formed  by  one  department,  the  head  of  which  was  the  vice 
president  in  charge  of  sales.  [628]  In  1942,  the  basic  sales 
activities  were  put  under  the  direction  of  a  separate  sal^s 
head  for  the  electric  company  and  certain  of  the  companies 
in  the  electric  group  on  the  one  hand  and  the  gas  companies 
on  the  other  hand.  In  that  year  Mr.  G.  W.  Ousler  was 
elected  vice  president  in  charge  of  sales  of  Duquesne  Light 
Company  and  since  that  time  all  of  the  basic  sales  activi¬ 
ties  with  respect  to  the  Duquesne  Light  Company  have  been 
performed  by  the  department  which  functions  under  his 
direction  and  supervision.  At  the  same  time,  Mr.  F.  B. 
Jones  was  named  general  sales  manager  of  the  Equitablje 
Gas  Company  and  Pittsburgh  and  West  Virginia  Gas  Com¬ 
pany  and  the  basic  sales  functions  of  the  companies  that  I 
mentioned  were  performed  by  a  department  operating  under 
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his  direction  and  supervision.  A  portion  of  the  former  sales 
and  service  department  as  it  existed  prior  to  1942  was,  how¬ 
ever,  continued  on  its  former  basis  or  joint  basis.  I  refer 
to  the  retail  service  department.  I  believe  that  is  the  pres¬ 
ent  designation  of  it.  That  is  under  the  direction  of  Mr. 
Ferguson.  That  group  functions  for  the  electric  company 
as  well  as  the  gas  companies  and  Mr.  Ferguson  reports  to 
and  is  responsible  to  Mr.  Ousler  as  vice  president  in  charge 
of  sales  of  the  Duquesne  Light  Company  and  Mr.  Raymond 
Little,  who  succeeded  Mr.  Jones  as  general  sales  manager 
of  the  gas  companies. 

[Here  follows  a  discussion  as  to  the  additional  time  re¬ 
quired  for  cross  examination,  a  recess  for  lunch,  and  the 
admission  into  evidence  of  copies  of  the  lease  from  Subur¬ 
ban  Rapid  Transit  Street  Railway  Company  to  Consolidated 
Traction  Company.] 

[631]  By  Mr.  Guttmann: 

Q.  Mr.  Fleger,  in  the  Pittsburgh  area  you  have  testified 
there  are  three  major  gas  companies  now  serving  it,  is  that 
correct?  A.  That  is  correct. 

Q.  I  ask  you  to  state  to  what  extent,  if  any,  there  is 
competition  between  them  on  industrial  sales.  A.  The 
Equitable  Gas  Company  serves  the  greater  part  of  the  City 
of  Pittsburgh  proper.  However,  the  Peoples  Natural  Gas 
Company  and  the  Manufacturers  Light  &  Heat  Company 
do  serve  a  part  of  the  City  of  Pittsburgh  proper  and  a  part 
of  the  outlying  municipalities  in  the  Pittsburgh  district. 
Naturally,  therefore,  there  are  sections  in  the  Pittsburgh 
district  where  the  territories  of  the  three  companies  adjoin, 
or  where  two  of  the  three  companies  adjoin.  In  addition, 
there  are  a  few  relatively  small  areas  in  which  more  than 
one  of  the  three  companies  is  operating.  Those  areas  in 
relation  to  the  total  area  served  by  the  three  companies  is, 
however,  very  small.  In  addition,  as  to  newly  developing 
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territory  there  is  competition  between  the  three  companies, 
that  is,  two  or  three  of  them,  depending  npon  the  sectioh 
affected,  for  new  business  in  [632]  those  areas,  both  resi¬ 
dential  and  industrial.  In  the  established  territories  there 
is  a  certain  amount  of  competition  between  two  or  more  pf 
the  three  companies  for  industrial  load.  I  would  not  be 
prepared  to  state  what  the  magnitude  of  that  industrial 
competition  is  in  relation  to  the  total  industrial  service  in¬ 
volved,  but,  relatively  speaking,  on  a  strict  competitive 
basis,  it  is  not,  relatively  speaking,  large. 

Q.  What  would  be  your  observation  as  to  the  magnitude 
of  the  competition  in  residential  and  small  commercial? 
A.  Again,  relatively  speaking,  that  is,  in  relation  to  thb 
total  area  served  by  the  three  companies,  it  is  not  large, 
but  there  are  a  number  of  outlying  sections  where  new 
home-building  is  taking  place  where  the  area  can  be  served 
by  more  than  one  company.  This,  however,  does  not  result 
in  a  situation  where  more  than  one  company  will  actually 
install  facilities.  For  example,  in  the  past  three  or  four 
years  a  group  of  people  formed  a  syndicate,  organization 
to  develop  a  specific  section  of  the  South  Hills  district;, 
which  involved  the  building  of  homes  and  the  sale  of  the 
finished  residences,  along  with  the  real  estate  in  which  they 
were  located.  In  the  process  of  the  development  of  the  reat 
estate  plan  it  of  course  was  a  question  as  to  which  of  the 
gas  companies  would  obtain  the  business  of  serving  that 
particular  area.  It  did  not  result  in  more  than  one  conf- 
pany  actually  building  distribution  facilities  in  the  district 
to  which  I  refer  in  competing  with  [633]  one  another  for 
that  business. 

Q.  Now,  in  the  areas  that  are  presently  developed  areas 
and  where  a  competitive  gas  distribution  area  exists,  what 
is  the  situation  with  regard  to  physical  facilities?  A. 
There  are  a  few  relatively  small  cases  where  more  than 
one  company  has  transmission  lines  in  the  same  district^ 
and  in  a  few  instances  on  the  same  street.  However,  asid^ 
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from  the  fact  that  I  believe  that  there  is  a  question  as  to 
whether  or  not  all  three  of  the  systems  could  be  operated 
as  a  single  system — I  believe,  for  example,  that  one  of  the 
other  two  systems  is  a  low-pressure  system — it  is  my  opin¬ 
ion  that  the  advantages  of  eliminating  the  duplication  of 
these  facilities  in  these  limited  areas  because  of  the  fact 
that  the  facilities  are  in  place  and,  of  course,  underground, 
is  open  to  considerable  question. 

Q.  Has  any  serious  consideration  of  recent  years  been 
given  to  the  possibility  of  a  merger  of  the  various  com¬ 
panies  serving  the  Pittsburgh  area  with  gas?  A.  I  am 
not  certain  what  you  mean  by  serious  consideration,  but 
there  have  been,  to  my  knowledge,  discussions  of  one  kind 
or  another,  most  of  them  of  a  very  informal  character,  for 
a  number  of  years  with  respect  to  the  consolidation  or 
merger  or  other  bringing  together  of  the  three  natural  gas 
companies  in  Pittsburgh.  In  those  discussions  in  recent 
years,  I  and  others  in  the  Philadelphia  Company  group 
have  taken  the  position  that,  [634]  aside  from  the  numer¬ 
ous  difficulties  that  would  be  involved  in  bringing  this  about, 
the  distribution  systems  of  the  Manufacturers  Light  &  Heat 
Company  and  the  Peoples  Natural  Gas  Company  being,  as 
they  are,  tied  into  production  properties  and  systems  that 
serve  numerous  communities  over  a  wide  area — but  it  has 
been  my  view  and  the  view  of  others  in  the  Philadelphia 
Company  system  that  a  merger  of  the  Equitable  Gas  Com¬ 
pany  with  either  the  Manufacturers  Light  &  Heat  Company 
or  the  Peoples  Natural  Gas  Company,  or  both,  would  at 
least  be  detrimental  to  the  customers  of  Equitable  Gas  Com¬ 
pany,  both  in  terms  of  the  cost  of  their  gas  service  and  in 
terms  of  the  dependability  of  their  service,  and  I  have  taken 
that  position  for  a  number  of  reasons,  including  the  fact 
that  not  only  are  our  rates  lower  at  the  present  time  than 
the  rates  of  the  two  companies  I  mentioned,  but  even  if  the 
rate  increase  which  Equitable  Gas  Company  has  requested 
is  granted,  the  cost  of  gas  service  rendered  by  the  Equitable 
Gas  Company  will  be  less  than  the  cost  of  the  service  ren- 


Testimony — Philip  A.  Fleger — Cross.  545a 

! 

dered  to  the  customers  of  the  other  two  companies,  because, 
as  exhibits  which  we  have  already  introduced  show,  the 
Equitable  Gas  Company’s  gas  has  a  higher  heating  value, 
which  means  that  the  customers  of  that  company  have  to 
use  less  gas  to  perform  the  same  amount  of  work  as  gaS 
of  the  other  two  companies. 

[635]  In  addition  to  that,  from  the  standpoint  of  de¬ 
pendability  of  service,  you  have  this  situation:  The  Equi¬ 
table  Gas  Company’s  source  of  supply  of  gas  consists 
mainly  of  its  own  production  and  the  production  of  Pitts¬ 
burgh  &  West  Virginia  Gas  Company,  which  are  entirely 
controlled  within  the  Philadelphia  Company  system  and, 
finally,  the  production  of  the  Kentucky  West  Virginia  Gas 
Company,  which  has  only  one  major  customer  other  than 
the  Pittsburgh  &  West  Virginia  Gas  Company,  namely,  the 
Louisville  Gas  &  Electric  Company,  which  is  likewise  an 
affiliated  company.  This  means  that  the  Equitable  Ga$ 
Company  has,  through  affiliation  with  the  other  companies 
in  the  group,  a  high  degree  of  control  over  its  sources  of 
supply.  On  the  other  hand,  the  Manufacturers  Light  & 
Heat  Company,  for  example,  obtains  its  principal  supply 
of  gas  from  the  United  Fuel  Gas  Company,  which,  as  I  have 
already  said,  is  a  subsidiary  of  the  Columbia  Gas  &  Elecf 
trie  Company  and  the  largest  producing  company  in  that 
system.  The  United  Fuel  Gas  Company’s  production  must 
satisfy  the  requirements  of  a  substantial  number  of  major 
communities  in  the  Columbia  system  in  addition  to  thb 
Manufacturers  Light  &  Heat  Company.  Therefore,  situj 
ations  arise,  such  as  have  arisen  in  recent  years,  where,  foif 
example,  a  serious  shortage  arose  in  Columbus,  Ohio,  which 
is  served  by  the  Ohio  Fuel  Gas  Company,  a  subsidiary  of 
the  Columbia  Gas  &  Electric  Company,  and  gas  ■which  other-1 
wise  would  have  been  sent  to  the  Manufacturers  Light  & 
Heat  Company  was  [636]  diverted  to  take  care  of  this 
condition  that  existed  in  Columbus.  The  same  situation 
generally  obtains  in  the  Consolidated  Gas  group,  the  basi^ 
difference  being  that  the  sources  of  supply  of  gas  that  are 
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controlled  by  companies  in  the  Philadelphia  Company  sys¬ 
tem  have  only  two  major  markets  to  supply,  to-wit,  the 
Pittsburgh  market  and  the  Louisville  market.  On  the  other 
hand,  the  sources  of  supply  in  the  Columbia  system  and  the 
Consolidated  Gas  system  satisfy  the  requirements  of  com¬ 
munities  of  substantial  size  covering  a  relatively  wide  area. 
This  means  to  me  that,  in  terms  of  the  dependability  of  the 
service  to  the  Equitable  Gas  Company’s  customers,  as  dis¬ 
tinguished  from  gas  customers  generally,  that  over  a  period 
of  years  it  is  reasonable  to  assume  that  they  can  be  assured 
of  a  more  dependable  service,  one  that  is  less  subject  to 
interruptions  due  to  the  necessity  for  diverting  gas  to  other 
communities,  such  as  the  Columbus  situation  that  I  speak  of. 

Q.  Incidentally,  that  Columbus  situation  involving 
Ohio  Fuel  Gas  has  been  alleviated  through  the  new  con¬ 
tracts  with  Tennessee  Gas  &  Transmission  Company,  has 
it  not?  A.  I  don’t  understand  that  to  be  so.  It  has  been 
helped  to  some  considerable  extent,  but  whether  it  has  been 
entirely  eliminated  I  am  not  certain  of. 

Q.  You  spoke  of  the  difference  in  the  heating  quality 
of  the  gas  served  by  Equitable  and  that  served  by  the  other 
companies  in  the  Pittsburgh  area.  Is  there  any  material 
difference  [637]  in  the  Btu  content?  A.  At  the  moment 
the  difference  is  around  15  Btu,  but  the  recent  develop¬ 
ments  in  the  operations  of  the  three  companies,  involving, 
as  they  have,  the  Columbia  group  and  the  Consolidated 
group,  looking  to  Southwest  sources  of  supply  in  substan¬ 
tial  quantities  indicates  to  me  that  the  differential  might 
well  become  more  material. 

Q.  I  believe  you  have  testified  that  Manufacturers  gets 
its  supply  from  United?  A.  That  is  the  main  source  of 
supply. 

Q.  And  is  it  not  also  true  that  Equitable  gets  its  main 
source  of  supply,  or  at  least  did  until  late  in  1946,  from 
Pittsburgh  and  West  Virginia,  which  in  turn  had  deliv¬ 
ered  to  it  United  gas  in  equal  quantities  to  that  which  Ken- 
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tucky  put  into  United’s  lines?  A.  That  is  correct,  but  the 
Equitable  supply  is  supplemented  by  a  substantial  amount 
of  production  from  Pittsburgh  &  West  Virginia’s  own  pro¬ 
ducing  properties  in  West  Virginia. 

[638]  Q.  Doesn’t  that  Pittsburgh  &  West  Virginia 
supply  come  from  the  same  sands  as  does  the  United  Fuel 
supply?  A.  Same  sands,  in  the  sense  that  they  are  in 
the  State  of  West  Virginia,  but  not  precisely  the  same 
areas. 

Q.  Is  there  any  difference  in  the  Btu  content  of  the 
gas  between  that  of  United  and  that  of  Pittsburgh  &  West 
Virginia  development?  A.  You  mean  produced  by  the 
two  companies? 

i 

Q.  That  is  right.  A.  Not  material,  no. 

Q.  Mr.  Fleger,  in  connection  with  Philadelphia’s  Ex¬ 
hibit  5,  that  is  the  plan  affecting  Railways,  am  I  correct 
in  my  understanding  that  no  hearings  have  been  held  on 
that  plan  before  the  United  States  District  Court?  A. 
That  is  not  correct.  There  have  been  numerous  hearings 
in  the  District  Court  that  have  borne  upon  this  plan.  Those 
hearings  have  extended  over  a  considerable  period  of  time, 
and  have  involved  taking  of  considerable  testimony.  |  I 
refer  principally  to  the  fact  that  when  this  amended  revised 
plan  was  filed  with  the  District  Court  for  the  Western  Dis¬ 
trict  of  Pennsylvania,  naturally  certain  procedural  ques¬ 
tions  arose  as  to  how  the  plan  could  be  heard  and  put  into 
effect.  One  of  the  first  questions  that  arose  was  the  ques¬ 
tion  of  the  disposition  of  claims  against  the  underlying 
companies  who  were  involved  in  the  plan.  That  jurisdic¬ 
tional  [639]  question  was  first  the  subject  of  a  rule  to 
show  cause  proceedings,  commenced  by  the  Trustees  of 
Pittsburgh  Railways  Company  and  Pittsburgh  Motor  Coa0h 
Company.  It  was  subsequently  the  subject  of  a  proceed¬ 
ing  in  the  District  Court  commenced  by  the  City  of  Pitts¬ 
burgh,  which,  after  extensive  hearings,  which  resulted  in 
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the  report  of  the  Special  Master  that  has  just  been  put  in 
evidence  in  this  proceeding,  was  the  subject  of  an  appeal 
to  the  Circuit  Court  of  Appeals,  and  subsequently  a  peti¬ 
tion  to  the  United  States  Supreme  Court  for  Certiorari. 

Those  hearings  were,  in  my  opinion,  an  integral  part  of 
the  Court  proceedings  with  respect  to  this  amended  revised 
plan  of  reorganization. 

Q.  But,  as  distinguished  from  that  type  of  proceedings, 
have  there  been  any  hearings  directly  on  the  plan  as  such, 
before  the  District  Court?  A.  If  you  mean  have  there 
been  any  hearings  on  the  question  of  claims  of  parties  in 
interest  and  allocations  between  parties  in  interest, — no, 
there  have  not. 

Q.  I  believe  you  testified  that  there  had  been  certain 
hearings  before  the  Pennsylvania  Public  Utility  Commis¬ 
sion  in  connection  with  the  Plan?  A.  There  have. 

Q.  I  wonder  whether  you  can  tell  us  whether  there  has 
been  a  formal  opinion  of  that  commission  and  if  so  whether 
[640]  you  will  cite  it  for  the  record?  A.  The  original 
plan  of  reorganization  submitted  by  the  Trustees,  and  the 
amended  revised  plan  of  reorganization  were  both  the  sub¬ 
ject  of  proceedings  before  the  Pennsylvania  Public  Utility 
Commission.  Those  proceedings  took  place  in  the  period 
between  the  year  1939  and  the  year  1941.  In  the  first  pro¬ 
ceedings  the  Commission  declined  to  approve  the  capitaliza¬ 
tion  provided  for  with  respect  to  the  reorganized  company 
in  the  plan  as  submitted  by  the  Trustees.  In  the  later  pro¬ 
ceeding,  the  Commission  approved  the  plan  as  amended,  and 
it  was  following  that  approval  that  the  Trustees  submitted, 
or  filed  the  amended  revised  plan  of  reorganization  with 
the  District  Court. 

Q.  Can  you  cite  the  opinion  of  the  Commission?  A. 
By  number? 

Q.  Would  you  be  able  to  provide  that  for  the  record? 
A.  We  can  provide  it,  yes. 
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Q.  Incidentally,  do  yon  know  whether  or  not  the  Trustee 
is  preparing  a  new  claim  at  the  present  time?  A.  Pro¬ 
ceedings  were  had  in  the  District  Court  in  the  latter  part  of 
last  year,  involving  a  procedural  order  of  the  District 
Court,  specifying  the  future  course  of  the  proceedings,  and 
it  is  my  recollection  that  the  procedure  contemplated  that 
the  Trustees,  among  other  things,  would  bring  the  amended 
revised  plan  up  to  date  in  the  light  of  the  time  which  has 
[641]  elapsed  between  the  filing  of  the  amended  revised 
plan  with  the  Court  in  1942  and  the  present  date. 

I 

Q.  Such  a  revised  plan  has  not  as  yet  been  filed,  how¬ 
ever?  A.  Not  to  my  knowledge. 

Q.  I  call  your  attention  to  page  30  of  Philadelphia  Ex¬ 
hibit  6,  Mr.  Fleger,  the  very  last  sentence  in  footnote  E 
appearing  on  that  page,  wherein  it  is  stated,  and  I  quote  : 

“However,  no  hearings  have  yet  been  held  on 
said  Plan.” 

In  the  light  of  my  previous  question  and  your  previouk 
answer,  would  you  say  that  this  statement  is  or  is  not 
correct  as  it  here  appears?  A.  I  would  say  the  state¬ 
ment  is  definitely  not  correct,  yes. 

i 

Q.  These  statements  which  appear  as  Exhibit  6  are  supr 
posed  to  be  audited  statements,  are  they  not?  A.  That 
is  correct. 

i 

Q.  And  the  footnotes,  as  well?  A.  That  is  correct 

Q.  Who  was  the  independent  auditor  who  made  the 
audit  on  these  statements?  A.  Haskins  &  Sells. 

Q.  When  was  that  audit  completed?  A.  I  am  under 
the  impression  that  the  audit  was  completed  within  the 
past  two  weeks. 

[642]  Q.  In  the  past  two  weeks,  did  you  say?  A.  Yes; 
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Q.  I  believe  you  undertook,  on  question  of  the  Examiner, 
to  furnish  the  certificate  of  the  auditors  for  the  record? 
A.  Yes. 

Q.  And,  Mr.  Fleger,  at  page  96  of  Exhibit  20,  some 
reference  was  made  to  a  matter  before  the  Pennsylvania 
Public  Utility  Commission  cited  as  Pennsylvania  Public 
Utility  Commission  vs.  Pittsburgh  Railways  Company, 
Complaint  Docket  No.  11531. 

What  is  the  present  status  of  that  proceeding?  A.  I 
am  not  certain.  The  only  thing  I  am  certain  about  is  the 
Commission  never  prosecuted  the  case. 

Q.  It  is  still  open,  so  far  as  you  know’?  A.  Maybe  in 
a  technical  sense,  yes. 

Q.  What  of  complaint  docket  11532?  A.  That  is  the 
same  situation.  To  my  knowledge  neither  of  those  pro¬ 
ceedings  was  ever  prosecuted  by  the  State  Commission. 

Q.  What  of  the  Motor  Coach  cases,  Complaint  Docket 
11533  and  11534?  A.  Those  cases  have  been  closed — 
and  again  I  would  like  to  repeat  what  I  said  about  the  insti¬ 
tution  of  complaints  by  the  Pennsylvania  Public  Utility 
Commission  against  the  natural  gas  companies  in  the  State 
of  Pennsylvania.  What  happened  there  w’as  that  the 
former  Public  Service  Commission  was  [643]  ripped  out 
of  office  by  the  new’  administration  that  had  been  put  in 
power  and  the  Commission  immediately  proceeded  to  file 
on  a  wholesale  scale  complaints  against  virtually  every 
important  utility  in  the  State  of  Pennsylvania,  and  after 
that  initial  flurry,  the  great  bulk  of  the  cases  were  dropped, 
and  most  of  them  w’ere  never  actually  prosecuted,  in  the 
real  sense  of  the  word. 

These  complaints  that  you  refer  to  that  were  instituted 
against  the  Pittsburgh  Railways  Company  and  Pittsburgh 
Motor  Coach  Company  were  initiated  at  the  same  time  and 
under  those  circumstances. 


I 

I 

! 
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[644]  Q.  One  or  two  further  questions  and  I  will  have 
reached  the  end  of  my  questions  at  this  time,  Mr.  Fleger.| 

I  wonder  whether  you  would  describe  the  lease  and  operat¬ 
ing  agreement  of  June  5,  1933,  whereby  Duquesne  leased 
certain  property  to  Railways.  That  is  referred  to  at  page 
103  of  Exhibit  20  for  your  convenience.  A.  As  you  indi¬ 
cate  that  agreement  is  described  in  paragraph  3  on  page  103 
of  the  A-2  registration  statement  of  Philadelphia  Company, 
Registration  No.  2-4764,  which  has  been  introduced  as 
Philadelphia  Exhibit  No.  20,  and  it  is  there  stated,  “By  a; 
lease  and  an  operating  agreement,  both  executed  June  5, 
1933,  Duquesne  Light  Company  .  .  .  leased  to  Pittsburgh 
Railways  Company  .  .  .  the  land,  buildings  and  equipment; 
used  for  furnishing  service  to  Railways  at  14  substations,; 
and  Duquesne  agreed  to  operate  certain  substations  de¬ 
voted  to  Railways’  use.  Railways  agreed  to  pay  as  an 
annual  rental  the  sum  of  $220,600.43,  additional  taxes  on; 
the  leased  property  to  be  paid  as  mutually  agreed  and  the 
payments  to  be  considered  as  additional  rental.  The  lease 
provides  for  the  making  of  additions,  replacements  and; 
changes,  and  for  the  construction  of  such  additional  sub¬ 
stations  as  shall  be  necessary  at  the  expense  of  Duquesne 
and  the  payment  of  rental  thereon  by  Railways  on  the  fol¬ 
lowing  basis  of  calculation: 

j 

“7  per  cent  on  land,  9.7  per  cent  on  buildings,  11.5  per 
cent  on  switching  equipment  and  10.7  per  cent  on  utilization  j 
[645]  equipment.  Under  the  operating  agreement,  Rail- ; 
ways  agreed  to  pay  an  annual  charge  based  on  operating  ; 
costs  as  provided  therein  plus  10  per  cent  for  indirect  labor,  i 
superintendence,  and  general  expenses,  and  Duquesne 
agreed  to  maintain  the  substations  in  first  class  condition.  | 
The  lease  is  terminable  in  whole  or  in  part  on  60  days’  no-  j 
tice,  and  the  operating  agreement  is  terminable  on  three 
months’  notice.” 

That  lease  agreement  and  operating  agreement  is  and  j 
has  for  some  time  been  on  file  with  the  Pennsylvania  Public  j 
Utility  Commission. 
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Q.  May  I  ask  whether  both  the  lease  and  operating 
agreement  were  filed  as  exhibits  accompanying  the  regis¬ 
tration  statement  which  is  Philadelphia  Exhibit  20?  A. 
They  were. 

Q.  Both  were?  A.  Yes.  They  were  Exhibit  I-A-A-3. 

Q.  I  note  that  in  Philadelphia  Exhibit  20  at  page  103 
it  is  further  stated  that  the  lease  and  operating  agreement 
have  been  neither  affirmed  nor  disaffirmed  by  the  trustees 
of  Railways,  and  I  ask  whether  since  the  date  of  publica¬ 
tion  of  this  document  there  has  been  any  change?  A. 
There  has  not,  but  the  trustees  have  throughout  the  entire 
period  of  their  appointment  been  performing  the  covenants 
of  the  lease  and  the  operating  agreements  specified  in  those 
instruments  on  behalf  of  the  Pittsburgh  Railways  Company. 

[646]  The  Examiner:  That  wTas  commented  upon 
by  the  Circuit  Court  of  Appeals,  was  it  not,  in  its 
opinion,  about  whether  the  lease  and  operating  agree¬ 
ment  was  affirmed  or  disaffirmed  by  the  trustees? 

The  Witness:  It  is  my  recollection  that  the  Court 
there,  Mr.  Examiner,  was  referring  to  the  affirmance 
or  disaffirmance  of  the  lease  and  operating  agree¬ 
ments  between  the  companies  in  the  Pittsburgh  Rail¬ 
ways  system.  I  do  not  recall  that  there  was  any 
reference  to  this  lease  and  operating  agreement. 

The  Examiner:  Not  as  to  this  particular  one? 

The  Witness:  Not  as  to  this  one  or  this  particular 
type  of  agreement. 

By  Mr.  Guttmann: 

Q.  Mr.  Fleger,  further  in  Philadelphia  Exhibit  20,  page 
42,  you  say,  and  I  quote : 

“An  accurate  determination  of  what  corporation  in  the 
system  now  has  title  to  particular  units  of  property,  such  as 
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cars,  tracks  and  overhead  structures,  would,  in  many  in¬ 
stances,  be  most  difficult,”  and  so  forth. 

Has  there  been  any  change  in  that  situation  since  the 
date  of  the  publication  of  the  registration  statement  which 
is  Philadelphia  Exhibit  20?  A.  That  statement  whs 
brought  out  in  the  very  extended  proceedings  in  the  District 
Court  on  this  very  question  of  whether  the  properties  of 
the  various  companies  in  the  [647]  Pittsburgh  Railways 
system  could  be  identified,  and  aside  from  the  fact  that  }t 
was  pointed  out  that  a  careful  reading  of  this  language 
did  not  say  that  the  properties  could  not  be  separated,  th^t 
merely  it  would  be  difficult,  the  special  master,  as  will  appear 
from  a  consideration  of  the  report  which  is  in  evidence  in 
this  proceeding,  held,  after  hearing  very  extensive  testi¬ 
mony  on  behalf  of  both  the  company  and  the  other  parties 
involved,  that  the  properties  could  be  identified  and  could 
be  segregated. 

j 

Q.  Have  they  been  identified  and  segregated?  Aj. 
There  has  been  no  occasion  to  identify  them  and  segregate 
them  as  such,  but,  as  the  Master  has  held  in  his  special 
report,  if  and  when  any  such  occasion  should  arise,  it  can 
be  done. 

Mr.  Guttmann:  If  your  Honor  please,  I  would 
state  that  would  be  all  of  our  preliminary  cross 
examination  at  this  time. 

| 

The  Examiner:  Do  you  have  any  cross  examinaf 
tion? 

Mr.  Dix:  We  have  no  preliminary  cross  exam¬ 
ination  nor  any  examination  until  Philadelphia  has 
presented  its  case  with  respect  to  the  Railways. 

! 

The  Examiner:  Any  re-direct,  Mr.  Hackney? 

Mr.  Hackney:  In  line  with  what  has  been  said,  thi^ 
is  all  of  our  preliminary  direct  examination. 
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[Here  follows  a  discussion  as  to  adjournment  of  the 
hearing,  adjournment  from  March  4,  1947  to  April  8,  1947, 
an  appearance  of  counsel,  a  discussion  as  to  a  proposed 
stipulation  concerning  errors  in  the  transcript.] 

[654]  Mr.  Hackney:  Also,  Mr.  Examiner,  be¬ 
fore  we  proceed,  w^e  have  filed  a  motion  with  the 
Commission,  a  written  motion  with  a  supporting 
brief,  with  reference  to  Philadelphia  Company’s 
11(e)  plan.  May  it  be  understood  that  if  we  pro¬ 
ceed,  we  proceed  subject  to  that  motion  which  is 
now  pending  and  undisposed  of? 

The  Examiner :  Very  well. 

Mr.  Guttmann:  I  would  in  that  connection,  if  the 
Examiner  please,  call  the  attention  of  all  parties  to 
Rule  6  of  the  Commission’s  Rules  of  Practice  in  con¬ 
nection  with  motions  and  procedural  applications, 
particularly  with  reference  to  the  provision  for  the 
filing  of  answers  on  the  part  of  other  [655]  parties 
to  those  motions,  about  five  days. 

Mr.  Hackney:  Mr.  Fleger,  take  the  stand.  Mr. 
Fleger  is  called  for  further  direct  examination,  if 
the  Examiner  pleases. 

The  Examiner :  Yerv  well. 


Whereupon, 

Philip  A.  Fleger,  previously  sworn,  resumed  the  stand. 

Further  direct  examination: 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  you  have  already  been  sworn  and  have 
testified  in  this  proceeding  at  the  last  hearing,  I  believe? 
A.  That  is  true. 
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Q.  At  the  last  hearing  you  testified  to  certain  rate  pro¬ 
ceedings  pending  against  certain  of  the  gas  companies. 
Has  there  been  any  change  in  the  status  of  those  rate  pro¬ 
ceedings  since  the  conclusion  of  the  last  hearings?  A. 
There  has,  Mr.  Hackney.  The  rate  proceedings  that  yqu 
refer  to  were  mentioned  by  me  in  connection  with  the  11(e) 
plan  of  Philadelphia  Company  and  its  subsidiary  companies 
that  was  filed  as  a  part  of  the  answer  of  those  companies 
in  this  proceeding.  At  page  59  of  the  answer  to  which  I 
refer,  paragraph  34(e),  it  is  stated  that  the  portion  of  the 
11(e)  plan  that  involved  the  simplification  of  the  gas  prop¬ 
erties  in  the  Philadelphia  Company  system  could  not  be 
undertaken  immediately  because  of  the  pendency  of  three 
rate  cases  involving  the  [656]  Equitable  Gas  Company, 
the  Pittsburgh  &  West  Virginia  Gas  Company,  and  the 
Kentucky-West  Virginia  Gas  Company,  for  the  reason  that 
the  outcome  of  those  cases  would  have  a  direct  bearing  oh 
the  earning  power  of  the  companies  and,  consequently,  the 
basis  for  recapitalizing  them  in  connection  with  any  simpli¬ 
fication  or  reorganization  program. 

i 

Since  I  testified  at  the  last  hearing  the  principal  rate 
case,  namely,  that  involving  the  Equitable  Gas  Company, 
which  is  the  distributing  company  in  the  Philadelphia  Com¬ 
pany  gas  group  and  the  major  company  in  that  group,  has 
been  concluded.  I  testified  that  there  was  pending  ah 
appeal  to  the  Superior  Court  in  that  case  from  a  decision 
of  the  Pennsylvania  Commission.  The  Superior  Court  oh 
March  11  handed  down  a  decision  sustaining  the  Commis- 

I 

sion  on  all  points  raised  on  appeal.  In  fact,  the  decision 
was  a  per  curiam  decision,  or,  in  other  words,  a  unanimous 
decision  of  the  Court. 

Q.  Mr.  Fleger,  what  is  the  effect  of  that  decision  of 
the  Superior  Court  upon  the  Philadelphia  Company’s  Sec^ 
tion  11(e)  plan?  A.  The  immediate  effect  and  the  impori- 
tant  effect  from  the  standpoint  of  this  proceeding  is  that 
we  are  now  in  a  position  to  proceed  to  develop  the  simplir 
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fication  program  and  the  recapitalization  program  for  the 
Pennsylvania  gas  properties  in  the  Philadelphia  Company 
group. 

The  Superior  Court  decision,  although  it  denied  the 
rate  [657]  requested  by  Equitable  Gas  Company,  did 
clarify  the  earning  position  of  that  company.  In  the  first 
place,  it  sustained  and  eliminated  any  question  about  the 
existing  rates  of  the  company  which  had  been  attacked  in 
a  proceeding  that  commenced  by  the  Commission  in  1937. 
It  also  reduced  the  annual  accrual  required  for  deprecia¬ 
tion  by  more  than  a  half  million  dollars  a  year  and  thereby 
improved  the  apparent  net  earnings  of  the  company  by 
that  amount.  The  Commission  fixed  a  rate  base  of 
$31,000,000,  in  round  figures,  and  allowed  a  6Y2  per  cent 
rate  of  return,  which  produced  an  allowable  return  of 
$2,015,000,  but  the  earnings  found  by  the  Commission  to 
exist  in  the  base  year  that  was  used,  1944,  amounted  to 
$2,150,000,  in  round  figures,  and  the  Commission  indicated 
that  that  amount  of  earnings  was  within  the  permissible 
limits. 

Q.  I  neglected  to  ask  when  does  the  appeal  period  from 
that  Superior  Court  decision  expire?  A.  The  appeal 
period  expires  on  the  11th  of  this  month.  However,  under 
the  Pennsylvania  Public  Utility  law  the  Superior  Court  is 
recognized  to  be  the  Court  in  Pennsylvania  having  primary 
jurisdiction  with  respect  to  proceedings  before  the  Pennsyl¬ 
vania  Public  Utility  Commission.  In  addition  to  that,  ap¬ 
peals  to  the  Supreme  Court  of  Pennsylvania  can  be  taken 
as  a  matter  of  right  only  if  there  is  a  question  as  to  the 
jurisdiction  of  the  Superior  Court  if  there  is  a  constitutional 
question  involved.  In  the  absence  of  those  issues  an  appeal 
[658]  can  only  be  taken  if  allowed  by  the  Superior  Court 
itself  or  if  granted  by  one  of  the  Justices  of  the  Supreme 
Court.  In  this  instance  an  appeal  would  be  useless  and  that 
is  apparent  on  the  face  of  the  record  because  the  issues  on 
appeal  were  very  limited.  In  fact,  they  were  limited  to 
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three  basic  questions.  One  question  was  the  exception  tak^n 
by  the  company  to  the  use  by  the  Commission  of  1944  as  a 
base  year  for  the  determination  of  operating  revenues,  ex¬ 
penses  and  net  income. 

Another  question  was  the  exception  of  the  company  to 
the  Commission ’s  action  with  respect  to  the  annual  accrual 
for  depreciation,  the  company  contending  that  the  allow¬ 
ance  of  the  Commission  of  $535,000  per  year  was  too  low.  j 

I 

The  third  question  involved  the  company’s  exception  fo 
the  rate  base  fixed  by  the  Commission,  the  company  con¬ 
tending  that  it  was  too  low  for  three  reasons :  One,  because 
the  Commission  had  fixed  reproduction  cost  figures  as  of 
December  31,  1938,  and  had  refused  to  give  effect  to  the 
company’s  figures  that  brought  up  to  December  31,  1944, 
those  reproduction  cost  figures  to  give  effect  to  increased 
prices  during  that  period;  two,  because  the  leaseholds  had 
been  allowed  by  the  Commission  only  on  the  basis  of  orig¬ 
inal  cost  rather  than  present  value ;  and,  three,  because  the 
Commission  had  not  given  primary  weight  to  reproduction 
cost  and  had  given  no  weight  to  trended  original  cost. 

The  important  thing  in  connection  with  appeal  is  that, 
[659]  first,  the  Superior  Court  sustained  the  Commission 
on  every  one  of  these  issues  and  without  qualification.  In 
the  second  place,  the  decision  of  the  Court  was  unanimous. 
This  is  significant  because  in  virtually  every  important  rate 
case  in  the  past  five  years,  the  Court  has  been  a  divided 
court.  In  this  case  all  of  the  judges  agreed.  Obviously  the 
company  concluded  under  these  circumstances  that  an  ap¬ 
peal  to  the  Supreme  Court  would  be  useless  and  not  war¬ 
ranted  and  might  conceivably  even  result  in  confusion  if 
that  Court  were  to  express  somewhat  different  points  of 
view  than  the  Superior  Court  on  certain  of  the  issues  with¬ 
out  necessarilv  overruling  it. 

'  j 

As  I  said  a  moment  ago,  the  effect  of  the  situation,  alk 
though  it  involved  a  denial  of  the  rate  increase  requested. 


I 

i 
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has  clarified  and  improved  the  earning  picture  as  far  as 
Equitable  Gas  Company  and  hence  the  Pennsylvania  Gas 
properties  are  concerned.  In  that  connection  I  should  point 
out  that  this  rate  case  was  really  two  rate  cases.  The  first 
case  was  a  case  that  was  started  by  the  Commission  in  1937 
on  its  own  motion  and  was  really  one  of  a  number  of  cases 
started  by  the  Commission  that  year  against  every  natural 
gas  company  in  Pennsylvania  and  it  involved  the  Commis¬ 
sion  inquiring  into  the  reasonableness  of  the  then  existing 
rates  and  the  present  rates,  what  are  now  equivalent  to  the 
present  rates,  of  Equitable  Gas  Company.  That  case  was 
tried,  but  before  the  case  was  [660]  disposed  of  the  Equit¬ 
able  Gas  Company  in  December  of  1944  filed  a  new  schedule 
of  rates  proposing  an  increase  in  its  general  gas  tariff.  In 
January  or  February  of  1945  the  Commission  suspended  the 
effectiveness  of  the  new  rates  and  instituted  an  inquiry  on 
its  own  motion  into  the  new  rates.  That  constituted  the 
second  case.  Therefore,  the  disposition  of  the  proceedings 
that  I  referred  to  involved  more  than  the  denial  of  the  pro¬ 
posed  rate  increase.  It  involved  sustaining  the  reasonable¬ 
ness  of  the  old  rates  that  w^ere  attacked  in  1937,  and,  in  ad¬ 
dition,  as  I  have  already  stated,  the  Commission  in  denying 
the  proposed  rate  increase  predicated  its  action,  among 
other  things,  on  the  ground  that  the  company  was  accruing 
an  excessive  amount  annually  for  depreciation  and  cut  the 
accrual  from  over  a  million  dollars  a  year  to  $535,000  a  year. 
That  resulted  in  earnings  of  $2,156,000  annually,  and  it  is 
significant  that  the  Superior  Court  in  sustaining  the  Com¬ 
mission  pointed  out,  among  other  things,  that  the  Commis¬ 
sion  had  in  this  case  allowed  the  company  an  annual  net 
return  of  $2,015,000  and  actual  earnings  of  $2,156,000,  and 
that  this  was,  in  the  language  of  the  Court,  “almost 
$1,150,000  in  excess  of  the  average  net  earnings  of  the  im¬ 
mediately  preceding  several  years.” 

Therefore,  summing  up  the  effect  of  the  Pennsylvania 
rate  proceeding,  it  has,  first,  eliminated  any  question  about 
the  reasonableness  of  the  present  rate  structure  of  the 
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company;  [661]  secondly,  it  has  fixed  the  allowable  return 
on  the  properties  of  Equitable  Gas  Company  and  Philadel¬ 
phia  Company,  which  are  virtually  all  of  the  Pennsylvania 
gas  properties  in  the  Philadelphia  system,  at  slightly  more 
than  $2,000,000  annually ;  third,  it  actually  allowed  earnings 
of  $2,150,000  annually. 

Coming  back  to  the  effect  of  this  development  on  the 
11(e)  plan,  it  is  true  that  there  is  still  pending  the  rate 
proceeding  against  Pittsburgh  &  West  Virginia  Gas  Com¬ 
pany  and  Kentucky-West  Virginia  Gas  Company  before 
the  Federal  Power  Commission  which  I  testified  to  at  the 
last  hearings  and  which  is  referred  to  in  our  11(e)  plan:. 
However,  the  testimony  in  those  cases  has  been  completed^ 
the  record  closed,  briefs  filed,  and  the  case  is  being  argue4 
in  Washington  before  the  Commission  tomorrow. 

I 

[662]  Q.  April  9?  A.  That  is  right.  Therefore,  it 
will  be  ripe  for  decision  immediately  thereafter.  In  the 
second  place,  the  Federal  Power  Commission  cases  against 
those  two  companies  were  started  and  prosecuted  solely 
as  an  adjunct  of  the  Equitable  Gas  Company  rate  proceed¬ 
ings.  What  happened  there  was  this:  After  the  Pennsyl-j 
vania  Commission  brought  the  1937  case  against  Equitably 
Gas  Company,  since  Equitable  Gas  Company’s  major 
operating  expense  was  the  price  or  cost  which  it  paid  to 
Pittsburgh  &  West  Virginia  Gas  Company  for  gas  purH 
chased  from  the  latter  at  the  Pennsylvania  West  Virginia 
state  line,  the  Pennsylvania  Commission,  on  the  theory  that: 
the  Federal  Power  Commission  had  exclusive  jurisdiction 
to  determine  the  reasonableness  of  that  rate,  instituted  a 
proceeding  against  Pittsburgh  &  West  Virginia  Gas  Com-! 
pany  for  the  purpose  of  having  that  rate  fixed  before  the 
Federal  Power  Commission.  That  proceeding  was  never 
prosecuted.  After  the  Equitable  Gas  Company  filed  its: 
proposal  in  December  of  1944  for  an  increase  in  its  general 
rates,  the  City  of  Pittsburgh  filed  a  complaint  against  the 
proposed  increase  and  immediately  thereafter  the  City  of 
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Pittsburgh  filed  complaints  with  the  Federal  Power  Com¬ 
mission  against  Pittsburgh  &  West  Virginia  Gas  Company 
and  the  Kentucky-West  Virginia  Gas  Company,  first,  for 
the  purpose,  obviously,  of  having  the  Federal  Power  Com¬ 
mission  fix  the  rate  that  could  be  charged  by  Kentucky- 
[663]  West  Virginia  Gas  Company  for  gas  sold  to  Pitts¬ 
burgh  &  West  Virginia  Gas  Company,  and,  secondly,  the 
rate  charged  by  Pittsburgh  &  West  Virginia  Gas  Company 
for  gas  sold  to  Equitable  Gas  Company,  all  for  the  purpose 
of  bringing  those  rates  down  to  the  absolute  minimum  and 
thereby  cutting  the  Equitable  Gas  Company  operating  ex¬ 
penses  with  reference  to  its  major  operating  cost  to  the 
minimum  and  thereby  preventing  the  allowance  of  any 
increase  in  the  Equitable  Gas  Company  rates  as  proposed. 
The  Equitable  Gas  Company  case  having  been  concluded 
and  no  rate  increase  having  been  allowed,  the  whole  basis 
for  the  initiation  of  the  proceedings  against  Pittsburgh  & 
West  Virginia  Gas  Company  and  Kentucky-West  Virginia 
Gas  Company  falls.  In  fact,  it  is  important  to  note  that 
while  the  City  of  Pittsburgh  took  a  very  active  part  in  the 
prosecution  of  the  proceedings  before  the  Federal  Power 
Commission,  it  did  not  even  take  the  time  to  file  a  brief  in 
either  the  Pittsburgh  &  West  Virginia  case  or  the  Ken¬ 
tucky  case  when  those  briefs  were  filed  within  the  last  thirty 
or  sixty  days.  Therefore,  there  is  no  reason  why  the 
Federal  Power  Commission  proceedings  should  not  be  dis¬ 
posed  of  promptly,  especially  since  the  disposition  of  those 
cases  can  have  no  effect  on  the  Equitable  rate  situation  be¬ 
cause  even  the  extreme  position  taken  by  the  Federal  Power 
Commission  staff  as  set  forth  in  its  brief  involves  the  staff 
contending  that  the  rate  charged  by  Pittsburgh  &  West 
Virginia  Gas  Company  for  gas  sold  to  Equitable  Gas  Com¬ 
pany  should  be  re-  [664]  duced  to  effect  a  reduction  in 
Pittsburgh  &  West  Virginia’s  revenues  of  about  $300,000 
annually,  a  position  which,  of  course,  the  company  contests. 
In  fact,  evidence  introduced  by  the  Pittsburgh  &  West  Vir¬ 
ginia  Gas  Company  indicates  that  its  earnings  are  now 
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below  the  allowable  level,  which  is  not  surprising  inasmuch 
as  the  Pittsburgh  &  West  Virginia  Gas  Company  rate  to 
Equitable  Gas  Company  is  already  below  the  state  line  rate 
fixed  by  the  Federal  Power  Commission  and  the  Supreme 
Court  of  the  United  States  in  the  Hope  Natural  Gas  Com¬ 
pany  case,  the  Hope  Natural  Gas  Company  operating  in 
West  Virginia  and  selling  gas  to  its  affiliate,  the  Peoples 
Gas  Company  at  the  Pennsylvania-West  Virginia  state  line. 

However,  if  for  some  reason  which  is  not  now  apparent 
there  should  be  any  delay  in  the  disposition  of  the  Pitts¬ 
burgh  &  West  Virginia  rate  case  and  the  Kentucky  West 
Virginia  rate  case,  there  would  appear  to  be  no  reason 
wffiv  we  cannot  proceed  with  the  reorganization  and  re¬ 
capitalization  of  the  Pennsylvania  gas  properties,  which, 
as  I  stated,  are  the  most  important  properties  in  the  sys¬ 
tem,  at  least  from  the  standpoint  of  the  11(e)  plan.  The 
only  extent  to  which  the  companies  outside  of  Pennsyl¬ 
vania  would  be  involved  is  wfith  respect  to  two  transaction^ 
which  will  affect  Pittsburgh  &  West  Virginia  Gas  Comj- 
pany.  Those  would  involve  Pittsburgh  &  West  Virginia 
Gas  Company,  which  is  a  wholly-owned  subsidiary  of  Phil¬ 
adelphia  Company  and  has  no  securities  or  obligations  outj- 
standing  in  the  [665]  hands  of  the  public,  transferring  tq 
its  parent,  Philadelphia  Company,  its  stock  interest  in 
Equitable  Gas  Company.  It  would  involve,  second,  PittSf 
burgh  and  West  Virginia  Gas  Company  forgiving  the  inj 
debtedness  owing  to  it  by  Equitable  Gas  Company,  which 
company,  as  the  record  shows,  is  a  wholly-owned  subsidU 
ary  of  Pittsburgh  &  West  Virginia  Gas  Company.  Those 
transactions  which  are  mentioned  in  the  11(e)  plan  as  set 
forth  in  our  answer  in  this  proceeding  are  designed,  first,) 
to  discontinue  the  status  of  Pittsburgh  &  West  Virginia 
Gas  Company  as  a  holding  company,  which  it  now  is  bji 
virtue  of  its  control  of  Equitable  Gas  Company;  and,  sec¬ 
ondly,  to  contribute  to  the  clarification  of  the  financial 
structure  of  Equitable  Gas  Company  in  order  that  that  com- 
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pany  can  be  properly  refinanced.  The  net  effect  of  proceed¬ 
ing  with  the  simplification  of  the  Pennsylvania  gas  prop¬ 
erties  would  be  that  all  of  the  Pennsylvania  gas  properties 
which  are  now  owned  by  three  companies,  Philadelphia 
Company,  Equitable  Gas  Company,  and  Finleyville  Oil  & 
Gas  Company,  would  be  owned  by  one  company,  namely, 
Equitable  Gas  Company.  This  would  be  accomplished  by 
the  transfer  of  the  gas  properties  of  Philadelphia  Com¬ 
pany  and  Finleyville  Oil  &  Gas  Company  to  Equitable  Gas 
Company.  In  addition  to  that,  Philadelphia  Company 
would  forgive  the  indebtedness  of  Equitable  Gas  Company 
to  it  and  in  connection  therewith  it  would  be  provided  to 
have  the  Equitable  Gas  Company  as  owner  of  all  the  Penn¬ 
sylvania  properties  and  with  its  present  intercompany  in¬ 
debtedness  eliminated,  issue  [666]  debt  against  its  prop¬ 
erties  in  order  that  the  proceeds  thereof  could  be  applied 
to  the  retirement  of  Philadelphia  Company  debt. 

As  I  stated,  the  Pennsylvania  Commission  has  found 
that  the  Equitable  Gas  Company  and  Philadelphia  Com¬ 
pany  gas  properties  have  a  fair  value  for  rate-making  pur¬ 
poses  of  $31,000,000,  and,  secondly,  that  there  can  be  earned 
on  that  rate  base  slightly  more  than  $2,000,000  annually. 
In  addition,  if  you  take  the  earnings  of  the  Pennsylvania 
gas  properties,  or  specifically  the  earnings  of  Equitable 
Gas  Company,  for  the  past  few  years  and  the  most  recent 
estimates  for  the  year  1947,  and  adjust  those  earnings  on 
a  pro  forma  basis  to  relate  them  to  the  new  operating 
setup  that  I  have  just  described  for  the  Pennsylvania  prop¬ 
erties,  which  adjustments  would  involve  principally  the 
elimination  of  the  present  lease  rental  from  Equitable  Gas 
Company  to  Philadelphia  Company,  the  adjustment  in  the 
annual  accrual  for  depreciation  to  conform  with  the  find¬ 
ings  of  the  Pennsylvania  Commission  and  the  Superior 
Court,  and,  thirdly,  the  inclusion  of  Federal  and  state 
income  taxes  at  the  rate  that  would  be  applicable  under 
the  present  consolidated  return  that  has  been  filed  by  the 
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Philadelphia  Company  group,  the  earnings  for  the  Equij- 
table  Gas  Company  amounts  to  slightly  more  than  $2,200,000 
per  year  after  depreciation  and  after  Federal  and  state 
income  taxes.  Therefore,  although  it  cannot  be  stated  with 
finality  or  precision  just  what  amount  of  debt  could  be 
issued  against  the  reorganized  Pennsylvania  gas  properties 
until  [667]  the  details  of  the  reorganization  are  developed 
and  earnings  estimates  made  on  the  basis  of  the  new  setup 
for  a  reasonable  period  of  years,  it  would  appear  that 
under  this  reorganization  program  the  reorganized  gas 
properties  could  support  the  debt  of  at  least  $15,000,000 
at  a  rate  of  interest  that  would  permit  of  a  substantial 
savings  if  the  proceeds  of  that  debt  were  applied  to  the 
retirement  of  Philadelphia  Company’s  presently  outstand¬ 
ing  42/4  per  cent  sinking  fund  bonds. 

In  addition,  the  property  of  Kentucky  West  Virginia 
Gas  Company  offers  opportunity  for  refinancing  on  a  basis 
that  would  involve  the  issuance  of  debt  against  the  property 
of  that  company  on  terms  that  would  permit  of  a  saving  if 
the  proceeds  of  such  debt  were  applied  to  retirement  of 
Philadelphia  Company  debt.  However,  it  would  be  inadJ 
visable  to  undertake  a  recapitalization  of  that  company  until 
the  pending  Federal  Power  Commission  rate  proceedings 
that  I  have  referred  to  against  that  company  are  disposed 
of  and  until  Philadelphia  Company  has  acquired  the  inter¬ 
est  of  the  Louisville  Gas  &  Electric  Company,  a  subsidiary 
of  Standard  Gas  &  Electric  Company,  in  Kentucky  West 
Virginia  Gas  Company.  j 

! 

At  the  previous  hearing  in  outlining  our  views  with  re-! 
spect  to  the  reorganization  and  recapitalization  of  the  gas! 
properties  in  the  Philadelphia  Company  system  and  the 
recapitalization  of  Philadelphia  Company  which  we  have 
proposed  to  undertake  after  that  has  been  accomplished 
and  after  the  [66S]  Duquesne  Light  Company  bonds  and 
preferred  stock  have  been  refunded  in  the  manner  that  I 
previously  testified,  I  stated  that  the  pending  gas  rate  pro- 
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ceedings  should  be  concluded  either  the  latter  part  of  this 
year  or  the  early  part  of  1948,  and  that  the  reorganization 
of  the  gas  properties  should  therefore  be  undertaken  and 
completed  some  time  in  the  year  1948,  and  that  therefore 
the  recapitalization  of  Philadelphia  Company  in  the  man¬ 
ner  proposed  could  be  undertaken  in  the  latter  part  of  1948 
or  the  early  part  of  1949.  The  disposition  of  the  Equitable 
Gas  Company  rate  proceedings  since  the  last  hearing  will, 
for  the  reasons  that  I  have  already  mentioned,  mean  that 
this  program  will  be  materially  expedited.  If  it  should  ap¬ 
pear  that  there  is  going  to  be  some  unforeseen  delay  in  the 
disposition  of  the  Pittsburgh  &  West  Virginia  and  Ken¬ 
tucky  West  Virginia  Gas  Company  rate  proceedings,  the 
reorganization  and  recapitalization  of  the  Pennsylvania 
properties  nevertheless  could  be  undertaken  this  year. 
Therefore,  since,  as  I  have  already  testified,  the  recapitali¬ 
zation  of  Duquesne  Light  Company  will  undoubtedly  be 
taken  before  the  end  of  this  year,  it  would  now  appear  that 
the  recapitalization  of  Philadelphia  Company  could  be  un¬ 
dertaken  and  probably  completed  in  the  year  1948. 

Mr.  Guttmann:  May  I  interrupt  with  just  one 
question,  Mr.  Hackney?  Mr.  Fleger,  you  referred  to 
the  decision  of  the  Superior  Court  in  connection  with 
the  Equitable  Gas  rate  case.  Is  that  a  reported 
decision? 

[669]  The  Witness:  I  don’t  have  the  number  of 
the  citation. 

Mr.  Hackney:  To  answer  it,  it  is  not  in  a  bound 
volume.  It  probably  will  be  in  the  advance  sheets 
very  shortly  and  we  would  be  glad  to  furnish  you 
with  a  copy. 

Mr.  Guttmann:  All  right. 

By  Mr.  Hackney: 

Q.  Mr.  Fleger,  you  are  actively  working  now  upon  the 
details  of  your  11(e)  plan  in  so  far  as  it  pertains  to  the  gas 
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situation,  I  believe?  A.  We  are,  and  we  propose  at  Ifhe 
earliest  possible  date  to  file  an  amendment  to  the  11(e)  plan 
giving  effect  to  the  matters  that  I  have  testified  to  here  this 

morning.  i 

! 

i 

[670]  Mr.  Hackney:  Mr.  Examiner,  in  connection 
with  that  I  wish  to  put  counsel  on  notice  that  I  pro¬ 
pose  very  shortly  to  file  a  petition  and  motion  in 
connection  with  our  11(e)  plan  which  was  filed  with 
the  Commission  on  Monday  of  this  week  giving  effect 
to  the  Superior  Court  decision.  We  were  not  able 
to  incorporate  that  in  the  petition  and  motion  as  filed 
because  at  the  time  it  was  prepared  no  final  decision 
had  been  reached  with  reference  to  whether  or  npt 
an  appeal  had  been  taken. 

Mr.  Guttmann:  I  wish  to  inquire  as  to  whether 
Mr.  Hackney’s  position  -would  be  to  seek  a  deferment 
of  the  oral  argument  on  the  petition  and  motion  until 
the  filing  of  the  amendment  that  he  now  suggests  ?  I 

i 

Mr.  Hackney:  No,  Mr.  Guttmann,  because  five 
days  are  allowed  for  the  filing  of  briefs  and  we  hope 
to  have  the  amendment  in  before  the  five  days  are 
up,  so  that  we  anticipate  no  delay  in  the  oral  argu¬ 
ment.  In  fact,  we  are  pressing  for  an  oral  argument 
at  the  earliest  possible  date. 

i 

i 

I 

By  Mr.  Hackney: 

Q.  Now,  Mr.  Fleger,  you  have  testified  that  you  plan  to 
consummate  the  Duquesne  refunding  very  shortly  and  to 
be  followed  by — possibly  simultaneously  with  the  gas  re¬ 
capitalization  and  that  the  Philadelphia  Company  refund¬ 
ing  can  probably  be  consummated  during  the  year  1948. 
What  will  be  the  effect  of  this  gas  rate  decision  and  of  thesfe 
other  proceedings  upon  your  ability  to  secure  adequate 
refunding  of  the  Philadelphia  [671]  Company  debt  and  pr4- 


i 
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f erred  stock?  A.  Well,  as  I  testified  at  the  previous  hear¬ 
ing,  we  have,  of  course,  given  considerable  thought  in  recent 
years  to  the  improvement  of  the  Philadelphia  Company’s 
capital  structure,  and  in  that  connection,  and  for  that  pur¬ 
pose,  put  through  a  recapitalization  of  the  company  in 
1939  and  a  refunding  of  the  company’s  debt  in  1941,  and 
in  connection  with  that  refunding  provision  was  made  for 
retirement  of  the  debt  on  the  basis  which  over  the  life  of 
the  sinking  fund  bonds  would  result  in  retirement  of  just 
slightly  more  than  one-half  of  the  debt.  I  also  testified, 
however,  that  in  my  judgment  the  present  remaining  debt 
of  Philadelphia  Company,  which  amounts  to  a  little  more 
than  $53,000,000,  and  the  preferred  stock  of  the  company 
could  not  at  the  present  time  be  refunded  on  advantageous 
terms.  I  also  pointed  out,  however,  that  in  our  judgment, 
if  Duquesne  Light  Company  had  refunded  as  we  propose 
and  the  gas  properties  are  reorganized  and  refinanced  in 
the  manner  which  I  have  outlined,  that  in  our  judgment  it 
would  be  feasible  to  then  refund  the  debt  of  Philadelphia 
Company,  which  will  then  be  reduced  to  almost  half  of  what 
it  was  in  1941,  and  to  refund  the  preferred  stocks  of  the 
company  on  terms  that  would  effect  a  material  and  worth¬ 
while  saving,  and  I  am  still  of  that  view  and  I  am  further 
of  the  view  that  it  would  be  a  grave  mistake  for  Phila¬ 
delphia  Company  to  undertake  any  such  a  refinancing  until 
the  action  that  I  have  mentioned  with  reference  to  the 
[672]  Duquesne  Light  Company  and  the  gas  properties 
have  been  completed. 

Q.  Do  you  have  any  further  comments  to  make,  Mr. 
Fleger,  with  reference  to  the  effect  of  this  gas  rate  case 
other  than  what  you  have  already  testified  to  upon  the 
11(e)  plan  or  upon  the  recapitalization  or  refinancing  of 
the  companies?  A.  Xo,  not  at  this  time.  I  would  like 
to  make  some  further  observations  in  connection  with  my 
further  re-direct  as  applied  to  other  subjects  which  I  under¬ 
stand  will  be  taken  up  later. 


I 
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Mr.  Hackney:  If  your  Honor  please,  that  is  all  we  have 
of  Mr.  Fleger  at  this  time,  but  we  want  to  reserve  the  right 
to  call  him  later  on  for  further  direct  examination. 

I 

You  may  cross-examine. 

i 

Cross-examinatian:  \ 

i 

By  Mr.  Guttmann: 

Q.  Mr.  Fleger,  I  understood  you  to  say  in  connection 
with  the  recent  decision  of  the  Superior  Court  of  Pennsyl¬ 
vania  that  a  reduction  was  effected  in  the  course  of  that 
decision  in  vour  annual  depreciation  charges  of  Equitable 
Gas  Company.  Does  that  reduction  in  depreciation  charges 
affect  the  depreciation  charged  against  the  gas  properties 
owned  by  Philadelphia  Company?  A.  That  involves  the 
depreciation  charged  against  all  of  the  gas  properties  in¬ 
volved  in  the  rate  proceedings,  which  are  [673]  the  gas 
properties  of  Philadelphia  Company  and  Equitable  GaS 
Company,  the  properties  having  been  treated  for  the  pur¬ 
pose  of  the  rate  proceeding  as  those  owned  by  Equitable 
Gas  Company. 

Q.  Can  you  tell  us,  Mr.  Fleger,  what  would  be  the  dollar 
difference  between  the  depreciation  on  that  portion  of  th£ 
properties  representing  properties  of  Philadelphia  Com} 
pany  as  approved  by  the  Court  contrasted  with  the  actual 
annual  depreciation  charge  for,  let’s  say,  the  last  year? 
A.  I  can’t  give  you  those  figures  precisely.  Generally 
speaking,  I  would  say  that  the  Equitable  Gas  Company’s 
portion  of  the  property  that  made  up  the  fair  value  allowed; 
by  the  Commission  would  run  somewhere  between  1/6  and; 
1/7  of  the  total  and  you  could  make  a  mathematical  com¬ 
putation  on  the  basis  of  that. 

I  would  like  to  point  out,  however,  that  again  the  ques-i 
tion  is  purely  academic  and  I  would  like  to  trace  that! 
through  to  illustrate  what  I  mean  by  that.  If  it  is  sug-j 
gested  that  the  determination  of  the  Commission  indicated 

i 
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that  the  depreciation  rent  which  the  Equitable  Gas  Com¬ 
pany  has  been  paying  to  Philadelphia  Company  under  the 
lease  is  too  high,  there  would  have  been  no  practical  dif¬ 
ference  in  the  situation  had  the  lower  depreciation  rent 
been  paid.  At  the  present  time  and  under  the  previous 
practice  the  Philadelphia  Company  received  their  deprecia¬ 
tion  rental  and  accrued  it  on  its  books  instead  of  the  sub¬ 
sidiary  company  books.  It  to  that  extent  received  [674] 
additional  cash.  On  the  other  hand,  if  a  lower  deprecia¬ 
tion  rent  had  been  paid  the  cash  would  not  have  passed  to 
the  parent  company  in  the  form  of  depreciation  rental; 
it  would  have  passed  to  it  in  the  form  of  property  rental, 
because  whereas  the  Equitable  Gas  Company  did  not  earn 
the  actual  property  rental  for  a  number  of  years  past,  if 
the  depreciation  rental  had  been  lower  it  would  have  earned 
that  property  rental  and  would  have  paid  it.  Therefore, 
the  effect  is,  for  all  practical  purposes,  identical  and  it 
merely  means  that  the  Commission  has  concluded,  on  a 
very  controversial  subject,  that  the  company  has  been  unduly 
conservative  in  providing  for  depreciation  of  its  property, 
and  that  in  view  of  the  accruals  that  have  been  made  in  the 
past  it  can  afford  to  and  should  reduce  them  in  the  future. 
That  is  a  rather  interesting  development  in  view  of  the  fact 
that  in  a  majority  of  instances  we  are  being  told  that  the 
amount  that  we  set  aside  for  depreciation  is  not  sufficient 
and  that  we  should  make  more  adequate  provision  for  depre¬ 
ciation. 

Q.  Am  I  correct  in  my  recollection  that  at  the  last  series 
of  hearings,  Mr.  Fleger,  you  admitted  that  there  is  nothing 
specific  in  the  indenture  of  lease  between  Philadelphia  Com¬ 
pany  and  Equitable  Gas  Company  providing  for  a  separate 
depreciation  rental  charge?  A.  I  said  it  was  a  question 
of  the  interpretation  of  the  terms  of  the  lease  and  I  stated 
further  that  in  this  particular  [675]  instance  in  view  of  the 
inter-company  relationship  and  the  lack  of  any  public  inter¬ 
est  in  the  companies  involved,  that  it  made  no  difference,  as  a 


Testimony — Maurice  R.  Scharff — Direct.  569a 

practical  matter,  whether  the  parties  interpreted  the  lease 
to  require  that  the  lessee  should  be  responsible  for  improve¬ 
ments  and  betterments  or  replacements  and  should,  there¬ 
fore,  accrue  for  depreciation,  or  whether  the  lessor  should 
be  responsible  for  improvements  or  replacements  of  prop¬ 
erty  and  should,  therefore,  accrue  the  necessary  deprecia¬ 
tion  to  take  care  of  that. 

[Here  follows  a  discussion  of  counsel  as  to  further  cross- 
examination  and  further  evidence  bearing  on  the  lease  from 
Pittsburgh  &  Birmingham  Traction  Company  to  United 
Traction  Company.] 

I 

! 

[677]  Mr.  Hackney:  Mr.  Maurice  Scharff. 


Whereupon, 

Maurice  R.  Scharff  was  called  as  a  witness  and,  having 
been  duly  sworn,  was  examined  and  testified  as  follows :  j 

Direct  examination: 

i 

By  Mr.  Hackney: 

Q.  Mr.  Scharff,  will  you  state  your  age,  please?  A. 
Almost  59. 

j 

Q.  Where  do  you  live?  A.  New  York  City. 


[678]  Q.  What  is  your  occupation?  A.  Consulting 


engineering. 


Q.  Will  you  state  your  education,  please,  along  engi¬ 
neering  or  scientific  lines,  in  connection  with  schools  and 
colleges  and  degrees  received?  A.  I  was  graduated  from 
the  Massachusetts  Institute  of  Technology  with  the  degree 
of  Bachelor  of  Science  in  the  course  in  Sanitary  Engineer¬ 
ing  in  1909  and  after  two  years  of  graduate  work,  during 
which  time  I  also  served  as  assistant  to  the  president  of 
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the  Massachusetts  Institute  of  Technology,  I  received  the 
degree  of  Master  of  Science,  in  1911. 

Q.  After  graduating  from  MIT  and  receiving  your  Mas¬ 
ter’s  degree  what  was  your  engineering  experience,  sci¬ 
entific  experience?  A.  After  several  months  of  sanitary 
engineering  work  with  the  New  Jersey  State  Board  of 
Health  I  became  associated  with  Mr.  Morris  Knowles,  con¬ 
sulting  engineer  of  Pittsburgh,  Pennsylvania,  and  served 
with  him  as  assistant  engineer  and  principal  assistant  engi¬ 
neer  from  1911  to  1917,  being  engaged  in  the  design  and 
construction  of  water  works  and  sewerage  systems  and  sim¬ 
ilar  municipal  improvements  and  in  the  valuation  and  rate 
studies  for  water,  gas  and  electric  companies,  acting  also 
as  part-time  instructor  in  the  University  of  Pittsburgh. 

Q.  In  what  subjects?  A.  In  Sanitary  Engineering  in 
the  day  school  and  in  a  [679]  course  in  the  regulation  of 
public  utilities,  which  was  established  in  the  evening  school 
following  the  adoption  of  the  Pennsylvania  Public  Service 
law  at  the  beginning  of  1914. 

Q.  That  covered  what  period?  A.  I  continued  with 
Mr.  Knowles  until  1917,  when  I  entered  military  service 
during  World  War  I  and  served  for  a  year  and  a  half,  until 
early  in  1919,  with  the  American  Expeditionary  Forces  in 
France,  being  engaged  on  water  supply  construction  work, 
on  the  lines  of  communication  and  in - 

Q.  What  was  your  rank?  A.  I  was  first  lieutenant 
and  later  captain  in  the  Corps  of  Engineers,  and  also  par¬ 
ticipated  in  the  latter  part  of  my  service  in  the  work  of  the 
War  Damages  Commission. 

Q.  After  the  war  will  you  state  your  engineering  and 
scientific  experience?  A.  After  the  war  I  returned  to 
Mr.  Morris  Knowles  as  assistant  engineer  and  vice-presi¬ 
dent  of  Morris  Knowles,  Inc.,  being  engaged  in  work  similar 
to  that  which  I  had  done  before  the  war,  and  continued 
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until  1921,  when  I  left  to  become  valuation  engineer  of  the 
Philadelphia  Company  and  affiliated  corporations,  including 
,  the  Duquesne  Light  Company,  the  Equitable  Gas  Company, 
the  Pittsburgh  &  West  Virginia  Gas  Company,  the  Pitts¬ 
burgh  Railways  Company  and  other  operating  companies 
in  the  group.  I  continued  in  this  position,  being  engaged 
-  on  studies  of  the  inventory,  reproduction  cost,  original 
[680]  cost  and  valuation  of  these  utility  properties  until 
1924,  when  I  became  chief  engineer  of  the  Philadelphia  Coip- 
panv  and  affiliated  corporations,  having  responsibility,  ih 
addition  to  the  valuation  work,  for  the  design  and  construc¬ 
tion  of  the  improvements  carried  out  under  the  improve¬ 
ment  budgets  of  the  companies,  which  during  the  period 
of  my  service  in  this  capacity  ran  in  the  neighborhood  of 
$15,000,000  to  $25,000,000  per  year.  In  1925  I  became  chief 
engineer  of  the  Pittsburgh  branch  of  the  Byllesby  Engi¬ 
neering  &  Management  Corporation  with  duties  similar  to 
those  that  I  had  performed  before  and  continued  in  that 
capacity  until  about  the  beginning  of  1928  when  I  resigned 
from  the  company  and  entered  the  independent  practice  of 
consulting  engineering,  devoting  myself  especially  to  public 
utility  problems,  including  inventories,  cost  studies,  repro¬ 
duction  cost  studies,  valuations  and  expert  testimony  in 
rate  and  other  cases. 

| 

Q.  Where  were  your  offices  ?  A.  In  the  beginning  my 
offices  were  in  Pittsburgh,  but  in  1932  I  removed  my  resi¬ 
dence  and  mv  office  to  New  York  Citv  and  continued  mv 

w  v  mf 

;  practice  in  that  office,  with  a  branch  office  in  Pittsburgh  untijl 
1942,  when  I  entered  military  service  in  World  War  II  with 
the  grade  of  major  in  the  Corps  of  Engineers. 

r 

Q.  What  was  your  experience  during  World  War  II  i 
A.  During  World  War  II  I  served  as  major,  then  as  lieu¬ 
tenant  colonel  and  colonel  in  the  headquarters  of  the  Army 
'  [681]  Service  Forces  in  Washington,  having  to  do  with 

the  production  of  the  supply  program  of  the  Army  for 


l 
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about  three  and  a  half  years,  and  then  for  about  six  months 
overseas  in  Germany  as  a  member  of  the  staff  of  the  United 
States  Group  Control  Council,  which  later  became  the  j 
American  Military  Government  of  the  American  zone  in 
Germany.  I  was  released  from  military  service  in  January,  i 
1946  and  resumed  my  practice  of  consulting  engineering  and 
have  continued  in  that  practice  up  to  this  time.  j 

Q.  With  offices  in  New  York?  A.  With  offices  in  New 
York  City. 

Q.  Do  you  belong  to  any  learned  societies,  professional  ! 
societies?  A.  I  am  a  member  of  the  American  Institute 
of  Consulting  Engineers,  the  American  Society  of  Civil 
Engineers,  an  associate  of  the  American  Institute  of  Elec¬ 
trical  Engineers,  a  member  of  the  Society  of  American  Mili¬ 
tary  Engineers  and  of  the  Engineers  Society  of  Western  1 
Pennsylvania  in  Pittsburgh. 

Q.  Are  you  the  author  of  any  scientific  engineering  pub¬ 
lications,  books  or  periodicals,  articles?  A.  I  have  from 
time  to  time  written  various  articles  in  the  proceedings  of 
the  engineering  societies  to  which  I  belong  and  in  technical 
and  trade  journals  on  Sanitary  Engineering  in  the  earlier 
years  and  later  on  problems  embraced  in  the  field  of  public 
utility  valuation,  property  records,  original  cost  and  depre¬ 
ciation.  I  was  also  co-author  with  others  of  two  books 
[682]  that  were  published,  one  about  1929,  called  Electric 
Utilities,  edited  by  Dr.  W.  E.  Mosher,  and  with  other  asso¬ 
ciates,  and  a  second  published  about  1940  or  1941  by  myself, 
a  collection  of  papers  by  myself  and  associates  on  the  sub¬ 
ject  of  Depreciation  of  Public  Utility  Property.  , 

Q.  Have  you  been  or  are  you  connected  in  any  official  1 
capacity  with  any  of  these  professional  organizations,  or 
committee  capacity?  A.  I  have  served  on  a  great  many 
committees  of  these  different  organizations  over  the  years 
and  at  the  present  time  am  a  member  of  the  Depreciation 
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Committee  of  the  American  Society  of  Civil  Engineers,  a 
guest  member  of  the  Depreciation  Committee  of  the  Edison 
Electric  Institute,  and  that  is  all  I  recall  at  the  moment,  j 

I 

Q.  I  believe  you  were  retained  by  Philadelphia  Company 
in  connection  with  certain  studies  pertaining  to  gas  prop¬ 
erties  of  the  company?  A.  In  the  past,  Mr.  Hackney? 

Q.  No;  at  the  present  time.  A.  Yes,  I  have  been 
asked  to  make  certain  studies.  * 

Q.  Gas  and  electric?  A.  Gas  and  electric,  yes. 

j 

The  Examiner:  You  tender  the  witness  as  an  ex^- 
pert,  do  you,  Mr.  Hackney? 

Mr.  Hackney:  Yes,  sir;  yes,  I  do. 

[683]  The  Examiner :  Does  any  counsel  desire 
to  inquire  into  his  qualifications? 

Mr.  Berman:  No,  Mr.  Examiner,  but  I  note  that 
counsel  has  circulated  a  document  among  some  of 
the  counsel.  Does  he  have  available  a  copy  for  other 
counsel  who  haven’t  been  handed  a  copy  of  that? 

I 

Mr.  Hackney:  I  don’t  think  I  do,  Mr.  Berman, 
but  if  you  desire  a  copy  I  shall  be  glad  to  furnish  you 
one  at  a  later  time. 

[684]  By  Mr.  Hackney: 

Q.  Mr.  Scharff,  I  show  you  a  chart  or  table  which  ha? 
been  marked  Philadelphia  Exhibit  No.  41.  Was  that  pre¬ 
pared  by  you  or  under  your  supervision?  A.  It  was. 

Q.  From  what  source  did  you  take  the  informatioh 
which  is  shown  there?  A.  The  information  in  the  first 
three  columns  of  the  Exhibit  41  are  taken  from  the  1946 
directory  of  electric  and  gas  companies  in  the  United  State? 
published  by  the  Federal  Power  Commission. 
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Q.  And  the  other  three  columns  I  believe  are  calculated 
columns?  A.  They  are  calculated  ratios  derived  from 
the  first  three  columns. 

Q.  What  does  the  exhibit  purport  to  show,  Mr.  Scharff, 
in  general,  without  explaining  it?  A.  The  exhibit  purports 
to  show,  for  all  electric  companies  in  Pennsylvania  and  all 
electric  departments  of  combination  companies  in  Pennsyl¬ 
vania  with  total  revenues  of  more  than  $1,000,000  and  total 
sales  of  not  more  than  10,000  kilowatt  hours  per  customer 
per  year,  the  number  of  residential  customers,  the  residen¬ 
tial  sales  in  kilowatt  hours,  and  the  [685]  residential  rev¬ 
enue  for  the  year  1945,  and  certain  ratios  derived  from 
these  figures  which  I  have  felt  would  have  significance  in 
some  cases  for  comparing  the  operations  of  the  Duquesne 
Light  Company  with  those  of  other  companies  in  Pennsyl¬ 
vania. 

Q.  What  do  you  mean  by  electric  departments  of  com¬ 
bination  companies?  A.  I  refer  by  that  language  xo  the 
inclusion  in  this  table  of  two  companies,  the  Luzerne 
County  Gas  &  Electric  Corporation  and  the  Philadelphia 
Electric  Company,  each  of  which  has  a  substantial  revenue 
from  gas  service,  and  in  the  case  of  the  Philadelphia  Elec¬ 
tric  Company  from  steam  service,  equalling  more  than  10 
per  cent  of  the  electric  revenue  and  which  have  residential 
revenues  from  other  utility  service  of  more  than  20  per  cent 
of  the  electric  residential  revenues  and  which,  therefore,  in 
my  opinion,  are  less  significant  for  the  purpose  that  I  have 
described,  namely,  the  comparison  of  the  Duquesne  Light 
Company  operated,  as  it  is,  in  conjunction  with  the  Equi¬ 
table  Gas  Company,  with  the  operations  of  electric  com¬ 
panies  in  Pennsylvania.  I  have,  however,  included  them  in 
this  table  and  will  later  refer  to  a  table  from  which  they  have 
been  excluded. 

Mr.  Hackney:  If  the  Examiner  please,  I  offer  in 
evidence  Philadelphia  Exhibit  41. 
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The  Examiner:  Is  there  objection? 

i 

[686]  (No  response.) 

The  Examiner:  It  will  come  in. 

The  Witness:  May  I  offer  one  explanation  that 
I  forgot?  j 

Mr.  Hackney:  Yes,  sir. 

The  Witness:  That  I  think  should  be  called  atten¬ 
tion  to,  and  that  is  that  the  effect  of  the  reference  to 
total  sales  of  not  more  than  10,000  kilowatt  hours  per 
customer  per  year  is  to  exclude  from  the  Pennsyl¬ 
vania  electric  companies  with  revenues  of  more  than 
$1,000,000  a  year  only  one  single  company,  the  Penn¬ 
sylvania  Water  &  Power  Company,  which  is  a  whole¬ 
saling  company  having  no  local  distribution  and  ho 
residential  sales  that  might  be  compared  with  those 
of  the  Duquesne  Light  Company. 

i 

! 

By  M r.  H ackney :  j 

Q.  Now,  Mr.  Scharff,  Philadelphia  Exhibit  41  having 
been  received  in  evidence,  will  you  explain  that  chart  in  some 
detail?  A.  Well,  this  chart  was  prepared  by  me  in  re¬ 
sponse  to  the  request  of  the  company  that  I  prepare  such 
comparisons  of  the  operations  of  the  Duquesne  Light  Coip- 
pany  with  those  of  other  electric  companies  in  Pennsylvania 
as  in  my  opinion  would  have  some  significance  or  would 
throw  some  light  upon  the  question  of  whether  or  not  the 
operation  of  the  Duquesne  Light  Company  in  conjunctiou 
with  the  operation  of  the  Equitable  Gas  Company  [687]  re^ 
suited  in  any  hampering  of  the  development  of  the  electric 
business  or  in  any  demonstrable  disadvantage  to  the  conf 
sumers.  For  the  purpose  of  making  such  comparison  it 
seemed  to  me,  or  it  was  my  opinion,  that  since  commercial 
and  industrial  sales  of  electric  and  gas  companies  are  for 
such  wholly  different  purposes  that  the  sales  activities  of 


I 
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electric  and  gas  departments  do  not  normally  react  upon 
one  another,  whereas  in  the  residential  field  there  are  points 
of  contact  in  the  use  of  gas  and  electricity,  for  refrigeration 
and  for  cooking,  for  example.  One  indication  of  the  extent 
to  which  the  development  of  the  electric  business  of  the 
Duquesne  Light  Company  could  be  compared  with  that  of 
independently  operated  companies  was  by  consideration  of 
residential  sales  in  kilowatt  hours  per  customer  per  year. 
Accordingly,  I  took  from  the  Federal  Power  Commission 
directory  the  figures  necessary  to  compute  that  quantity 
for  each  of  the  companies  in  this  Exhibit  41  and  the  result 
is  shown  in  the  fourth  column  of  figures.  Similarly,  I  was 
of  the  opinion  that  the  relative  advantage  or  disadvantage 
from  the  point  of  view  of  the  consumer  could  be  indicated, 
to  such  extent  as  such  comparative  studies  can  give  an  in¬ 
dication,  by  the  residential  revenue  per  kilowatt  hours  and, 
accordingly,  I  included  in  this  Exhibit  41  the  necessary 
statistical  data  to  compute  that  quantity  and  the  computed 
quantity  is  shown  in  the  last  column  of  this  Exhibit  41. 

As  a  matter  of  interest  and  not  because  I  consider  it  of 
[688]  any  particular  significance  for  my  purpose,  I  have 
also  shown  in  the  fifth  column  of  figures  in  this  Exhibit  41, 
the  residential  revenues  per  customer.  It  seemed  to  me  that 
those  who  studied  this  exhibit  might  be  interested  in  seeing 
this  quantity,  although  it  is  obvious  that  a  high  bill  may 
result  either  from  a  large  quantity  or  a  high  rate  and  a  low 
bill  may  result  from  either  a  low  quantity  or  a  low  rate  and, 
therefore,  I  present  this  fifth  column  of  figures  without  in¬ 
tending  to  imply  that  it  has  any  special  significance  from 
the  point  of  view  of  the  purpose  of  my  exhibits. 

[689]  Mr.  Guttmann:  Just  one  clarifying  ques¬ 
tion,  if  I  may,  Mr.  Scharff,  at  this  point :  Tell  us  how 
many  companies  designated  on  Philadelphia  Com¬ 
pany’s  Exhibit  41  employ  hydro-electric  generation? 

The  Witness:  I  don’t  believe  I  can  tell  you  all  of 
them,  Mr.  Guttmann.  I  do  know  that  part  of  the 
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power  of  the  Pennsylvania  Power  &  Light  Company 
and  the  West  Penn  Power  Company  is  generated  at 
hydro  plants,  but  a  number  of  the  companies  pur¬ 
chase  hydro-electric  generated  power,  and  I  am  not 
in  a  position  to  identify  all  of  those. 

Mr.  Guttmann:  Duquesne  does  not,  does  it? 

The  Witness:  Duquesne  does  not  generate  any 
hydro-electric  power  nor  does  it  purchase  any,  al¬ 
though  it  interchanges  some  power  with  the  Wesjt 
Penn  Power  which  does  generate  some  hydro-eleq- 
tric  power.  >  i 

i  j 

Mr.  Guttmann:  One  further  clarifying  question. 
On  your  first  column,  headed  “Residential  Custo¬ 
mers,”  Mr.  Scharff,  does  that  represent  the  averagb 
of  residential  customers,  or  the  number  at  the  en<jL 
of  the  period,  or  just  what? 

The  Witness:  The  report  form  of  the  Federal 
Power  Commission  calls  for  the  average  of  the  numi- 
ber  of  customers  at  the  end  of  each  month  of  the  year, 
and  if  the  figures  were  correctly  reported  by  the  ref 
porting  companies,  that  is  what  these  figures  rep¬ 
resent. 

! 

I 

[690]  By  Mr.  Hackney: 

Q.  Mr.  Scharff,  I  show  you  a  table  which  has  been 
marked  Philadelphia  Exhibit  42.  Was  that  also  prepared 
by  you  or  under  your  direction?  A.  Yes,  sir,  it  was. 

Q.  What  does  that  purport  to  show?  A.  Exhibit  42 
purports  to  show  the  quantities  contained  in  the  fourth  and 
sixth  columns  of  figures  in  Exhibit  41,  arranged  in  order  of 
rank — the  residential  sales  in  kilowatt  hours  per  customer 
per  year,  arranged  in  order  of  rank  from  high  to  low,  and 
the  residential  revenue  per  kilowatt  hour,  arranged  in  order! 
of  rank  from  low  to  high. 
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Mr.  Hackney:  I  offer  in  evidence  Philadelphia 
Exhibit  Number  42. 

The  Examiner:  Is  there  objection? 

Mr.  Guttmann:  I  would  like  to  know  the  rele¬ 
vancy,  if  Mr.  Hackney  will  state  it,  both  of  41  and  42, 
to  these  proceedings. 

Mr.  Hackney:  It  goes  to  the  question  of  whether 
or  not  gas  or  electric  have  been  suppressed,  either  in 
favor  of  the  other. 

Mr.  Guttmann:  How  is  this  useful  in  ascertaining 
that  fact? 

Mr.  Hackney:  The  Commission  usually,  or  fre¬ 
quently,  talks  about  the  question  of  suppression  with¬ 
out  any  basis.  [691]  I  am  saying  that  I  find  that  from 
the  record  of  other  cases. 

Mr.  Guttmann:  My  question  is  how  Exhibit  41 
and  42  tends  to  show  suppression  or  the  lack  thereof. 

Mr.  Hackney:  I  think  it  shows  on  its  face,  Mr. 
Examiner,  as  to  what  the  exhibit  shows  in  connection 
with  residential  sales,  the  rank  of  Duquesne  Light 
Company,  and  also  so  far  as  customers  and  con¬ 
sumers  are  concerned,  the  rank  of  Duquesne  Light 
Company  as  to  other  companies  in  the  State  which 
are  all  under  the  same  regulatory  Commission,  sub¬ 
ject  to  the  same  law. 

Mr.  Guttmann:  I  object  to  the  introduction  of  Ex¬ 
hibit  42  on  the  ground  that  the  same  is  not  relevant, 
competent,  nor  material,  to  the  issues  of  this  proceed¬ 
ing. 

The  Examiner:  I  will  overrule  the  objection. 

Mr.  Guttmann:  I  respectfully  except. 

The  Examiner:  It  will  come  in  as  Philadelphia 
Exhibit  42. 
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By  Mr.  Hackney: 

| 

Q.  Mr.  Scharff,  referring  to  Philadelphia  Exhibit  42,  you 
have  stated  that  the  figures  contained  therein  are  the  same 
as  those  shown  by  Philadelphia  Exhibit  41,  so  far  as  the  4th 
and  6th  columns  of  Exhibit  41  are  concerned.  Where  does 
Duquesne  Light  Company  rank  in  the  State  of  Pennsyl¬ 
vania,  ranging  from  high  to  low  in  connection  with  residen¬ 
tial  [692]  sales  per  customer,  expressed  in  kilowatt  hours? 

The  Examiner:  That  is  obvious,  isn’t  it? 

i 

Mr.  Hackney:  I  think  it  ought  to  be  stated  in 
the  record — there  are  just  two  questions. 

The  Examiner:  It  is  in  the  record.  The  exhibit 

. 

is  m. 

i 

Mr.  Hackney:  May  we  have  the  record  show  that 

Duquesne  stands  fifth  out  of  thirteen  companies?  T 

| 

The  Examiner  I  think  that  is  very  clearly  shown 
in  the  record.  The  exhibit  has  been  received  in  evi¬ 
dence  and  anybody  can  draw  that  inference  by  in¬ 
specting  it.  Let  us  go  to  another  exhibit. 

i 

By  Mr.  Hackney: 

Q.  Mr.  Scharff,  you  are  looking  at  Exhibit  42.  What 
does  that  exhibit  establish,  in  your  opinion?  A.  It  estab¬ 
lishes  the  rank  of  the  Duquesne  Light  Company  in  com¬ 
parison  with  other  electric  companies,  and  electric  depart¬ 
ments  of  combination  companies  in  Pennsylvania,  with  reve¬ 
nues  of  more  than  a  million  dollars  a  year,  with  respect  to 
residential  sales  per  kilowatt  hour  per  customer  per  year, 
and  residential  revenue  per  kilowatt  hour. 

Q.  What  conclusion  do  you  draw  from  this  exhibit  with 
reference  to  electric  companies,  as  distinguished  from  elec¬ 
tric  departments  of  combination  companies?  I  mean  with 
reference  to  Duquesne  Light  Company?  A.  I  was  going 

i 

i 
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to  say  that  I  don't  think  that  any  general  [693]  conclusion 
can  be  drawn  from  this  exhibit  in  that  respect,  particularly 
in  view  of  the  fact  that  the  two  combination  companies 
included  in  the  table  are  near  one  end  of  the  table  and  the 
other  at  the  other.  With  respect  to  Duquesne  Light  Com¬ 
pany — and  there  I  am  of  the  opinion  that  the  comparison 
with  the  independently  operating  companies  is  more  sig¬ 
nificant  than  the  comparison  with  the  combination  com¬ 
panies, — my  conclusion  is  that  there  is  nothing  in  these 
comparative  ratios  that  indicates  that  the  development  of 
the  electric  business  of  Duquesne  Light  Company  has  been 
hampered  by  its  operation  in  association  with  the  gas  busi¬ 
ness  of  the  Equitable  Gas  Company,  and  that  the  interests 
of  consumers  have  not  been  adversely  affected,  by  com¬ 
parison  with  the  other  independently  operated  companies, 
as  a  result  of  the  operation  of  the  electric  business  of  the 
Duquesne  Light  Company  in  conjunction  with  the  gas  busi¬ 
ness  of  the  Equitable  Gas  Company. 

Mr.  Guttmann:  I  would  like  to  ask  one  brief  ques¬ 
tion  at  this  point.  Mr.  Scharff,  have  you  made  any 
independent  study  of  the  operations,  capitalizations, 
of  any  of  the  companies  listed  on  either  exhibit  41 
or  42  other  than  Duquesne  Light? 

The  Witness:  No,  sir;  except  in  so  far  as  my 
examination  of  the  statistics  available  in  the  publica¬ 
tion  of  the  F ederal  Power  Commission  are  available. 

Mr.  Guttmann:  Those  are  the  statistics  set  forth 
on  [694]  the  first  three  columns  of  Exhibit  41;  is 
that  right? 

The  Witness:  That  is  right,  together  with  similar 
statistics  regarding  other  classes  of  business  than 
residential. 

Mr.  Guttmann:  At  this  time  I  renew  my  motion, 
if  your  Honor  please,  and  ask  that  Exhibits  41  and  42 
be  stricken. 
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The  Examiner:  I  will  overrule  the  motion.  You 
may  have  an  exception. 

By  Mr.  Hackney: 

i 

Q.  I  show  you  a  table  marked  Philadelphia  Exhibit  No. 
43.  Was  that  also  prepared  by  you  or  under  your  direc¬ 
tion?  A.  Yes,  sir.  , 

Q.  What  is  the  basis  for  the  figures  and  information 
shown  on  that  exhibit  ?  A.  The  figures  shown  on  Exhibit 
43  are  taken  from  the  publication  of  the  Federal  Power  Com¬ 
mission  entitled  “Typical  net  monthly  bills  for  residential 
electric  service,  January  1,  1946.” 

.  i 

Q.  What  does  Philadelphia  Exhibit  43  purport  to  show? 
A.  This  Exhibit  43  purports  to  show  for  the  principal  dis¬ 
tribution  areas  of  the  companies  listed  on  the  two  previous 
exhibits,  the  net  monthly  bills  for  residential  service  of  25 
kilowatt  hours  per  month,  40  ‘kilowatt  hours  per  month, 
[695]  100  kilowatt  hours  per  month,  and  250  kilowatt  hours 
per  month. 

Mr.  Hackney:  I  offer  in  evidence  Philadelphia  Ex¬ 
hibit  Number  43.  I 

Mr.  Guttmann:  A  preliminary  question:  Could 
you  tell  us,  Mr.  Scharff,  the  difference  between  youf 
proposed  Philadelphia  Exhibit  43  and  the  exhibit 
which  has  already  been  received  in  evidence  as  Phila¬ 
delphia  Exhibit  9  in  this, proceeding? 

The  Witness:  I  don’t  believe  I  have  compared 
it,  but  I  think  that  this  contains  some  additional  com- 
panies,  although  I  am  not  sure,  since  this  includes  all 
companies  with  more  than  a  million  dollars  a  year 
electric  revenue,  and  it  is  my  recollection  when  I 
looked  at  Exhibit  9,  that  it  did  not  include  all  thq 
companies  in  the  State  in  that  class.  I  am  not  posi- 


j 
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tive  of  that,  and  I  would  be  glad  to  check  it,  if  it  is 
desired. 

Mr.  Guttmann:  No  objection. 

The  Examiner:  All  right.  It  will  come  in. 

The  Witness:  I  should  have  added,  too,  that  the 
typical  monthly  bills  for  each  of  the  companies  shown 
in  this  Exhibit  43  are  arranged  in  order  of  rank  from 
low  to  high  and  again  they  show  the  rank  of  the 
Duquesne  Light  Company  among  these  [696]  Penn¬ 
sylvania  companies. 

By  Mr.  Hackney: 

Q.  What  conclusion  do  you  draw  from  Philadelphia  Ex¬ 
hibit  43,  Mr.  Scharff,  with  reference  to  Duquesne  Light 
Company?  A.  My  conclusion  again  is  that  there  is  noth¬ 
ing  in  this  comparison  that  indicates  that  the  consumers 
of  the  Duquesne  Light  Company  have  been  subjected  to  I 
disadvantage  as  a  result  of  the  operation  of  the  electric 
business  of  the  Duquesne  Light  Company  in  combination  i 
with  the  gas  business  of  the  Equitable  Gas  Company. 

Mr.  Hackney:  Mr.  Guttmann,  the  next  Exhibit  I 
propose  to  have  is  an  exhibit  consisting  of  three 
sheets,  and  may  we  consider  that  as  one  exhibit? 
We  will  have  the  sheets  separately  marked. 

i 

By  Mr.  Hackney: 

Q.  Mr.  Scharff,  I  show  you  an  exhibit  marked  Philadel¬ 
phia  Exhibit  44,  comprised  of  three  pages.  Was  that  exhibit 
prepared  by  you  under  your  direction?  A.  Yes,  sir,  it 
was. 

Q.  Will  you  state,  please,  what  that  exhibit  purports  to 
show?  A.  This  exhibit  purports  to  show  the  same  data 
that  was  shown  on  Exhibits  41,  42  and  43,  excepting  that  the 
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I 

I 

two  [697]  companies  that  I  have  referred  to  as  combina¬ 
tion  companies,  are  eliminated,  with  the  result  that  this 
exhibit  shows  comparisons  similar  to  those  in  the  previous; 
exhibits,  excepting  that  the  comparisons  are  of  Duquesnei 
Light  Company  solely  with  companies  that  are  operated 
as  independent  electric  companies,  and  not  in  combination, 
with  gas  or  other  utility  services. 

I 

Mr.  Hackney:  I  offer  in  evidence  Philadelphia 
Exhibit  Number  44. 

The  Examiner:  Is  there  objection? 

Mr.  Guttmann:  Same  objections. 

i 

The  Examiner:  Same  ruling.  The  three  sheets 
will  come  in  as  Philadelphia  Exhibit  No.  44. 

j 

By  Mr.  Hackney: 

i 

i 

Q.  Mr.  Scharff,  will  you  now  look  at  Philadelphia  Ex¬ 
hibit  Number  44  and  tell  us  what  conclusions  you  draw  from  j 
that?  A.  Again,  my  conclusion  is  that  there  is  nothing! 
in  the  comparison  of  the  data  for  the  Duquesne  Light  Com-  j 
pany  with  the  corresponding  data  for  the  independently; 
operated  electric  companies  in  Pennsylvania,  that  indicates  j 
either  that  the  electric  business  of  the  Duquesne  Light  Com-  j 
pany  has  been  hampered  in  its  development  by  its  conduct  j 
in  combination  [698]  with  the  gas  business  of  the  Equitable  i 
Gas  Company,  or  that  the  interests  of  consumers  have  been  [ 
adversely  affected  as  a  result  of  the  operation  of  the  elec-  j 
trie  business  of  the  Duquesne  Light  Company  in  combina¬ 
tion  with  the  gas  business  of  Equitable  Gas  Company. 

Mr.  Guttmann:  Mr.  Scharff,  how  did  you  arrive  j 
at  that  conclusion  on  the  basis  of  Exhibit  44? 

Mr.  Hackney:  I  think,  if  your  Honor  please,  that 
we  are  coming  to  cross-examination  at  that  point  j 
rather  than  explanatory  information. 
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Mr.  Guttmann:  I  am  going  to  ask  that  the  answer 
of  the  witness  be  stricken  in  the  absence  of  showing 
the  basis  for  such  a  conclusion.  ; 

The  Examiner:  I  will  deny  the  motion.  i  | 

Mr.  Guttmann :  I  respectfully  except. 

The  Examiner:  You  don’t  draw  any  positive  con¬ 
clusions  from  these  series  of  exhibits,  do  you? 

The  Witness:  No,  sir;  nor  do  I  think  that  a  posi¬ 
tive  conclusion  can  be  drawn  from  comparisons  of 
this  kind,  but  I  do  believe  that  a  negative  conclusion 
can  be  drawn  from  a  consideration  of  the  compari¬ 
sons. 

The  Examiner:  What  validity  is  there  to  a  nega¬ 
tive  conclusion  from  an  expert  witness? 

By  Mr.  Hackney:  ; 

[699]  Q.  Mr.  Scharff,  you  are  an  expert.  Will  you  state 
any  significance  of  that  negative  conclusion?  A.  Why, 

I  think  the  only  significance  is  that  it  refers  to  a  field  of 
inquiry  that  is  frequently  used,  and  that  is  of  interest  in 
connection  with  the  question  that  I  was  asked  to  prepare 
data  on,  and  having  examined  that  field,  it  seems  to  me 
there  is  significance  in  pointing  out  that  that  is  a  negative 
conclusion,  and  that  there  is  no  indication  of  a  harmful 
result. 

The  Examiner:  Have  you  testified  in  cases  before, 
before  this  Commission? 

The  Witness:  No,  sir;  never. 

The  Examiner:  You  have  testified  before  other 
Public  Utility  Commissions? 

The  Witness:  Yes,  sir. 

The  Examiner:  The  Federal  Power  Commission? 


! 
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The  Witness:  Yes,  sir. 

j 

The  Examiner:  What  substantial  finding  do  you 
think  this  Commission  could  make  as  the  result  of 
Exhibits  41  to  44. 

i 

The  Witness:  I  wouldn’t  propose  that  the  Com¬ 
mission  should  make  any  finding  on  the  basis  of 
consideration  of  those  exhibits  alone,  but  it  was  my 
hope  in  presenting  them  that  they  would  be  helpful 
to  the  Commission  in  considering  other  matters— 
historical,  financial,  relating  to  expense,  comparatiye 
expense,  in  considering  the  question  of  whether  Or 
not  the  combination  [700]  of  the  gas  and  electric 
business  had  proved  advantageous  or  disadvan¬ 
tageous. 

Mr.  Hackney:  Mr.  Examiner,  these  exhibits  arte 
to  be  read  in  conjunction  with  similar  exhibits  relat¬ 
ing  to  Equitable  Gas  and  other  gas  companies  ip 
Pennsylvania  which  are  coming  later. 

! 

The  Examiner:  That  is  the  only  reason  that  I 
didn’t  sustain  the  objection.  I  thought  you  might 
be  able  to  couple  them  up.  If  you  don ’t,  I  will  enter¬ 
tain  a  motion  to  strike  them  all. 

By  Mr.  Hackney: 

Q.  Mr.  Scharff,  I  show  you  an  exhibit  which  has  been 
marked  Philadelphia  Exhibit  45,  comprised  of  three  sheets. 
Was  that  also  prepared  by  you  or  under  your  direction? 
A.  Yes,  sir. 

i 

Q.  What  does  that  purport  to  show?  A.  This  exhibit 
purports  to  show  for  the  Equitable  Gas  Company - 

Q.  Will  you  limit  your  answer  first  to  Page  1  ?  A.  To 
show  on  page  1  comparative  statistics  for  the  year  1945  for 
the  Equitable  Gas  Company,  and  for  all  natural  gas  com¬ 
panies  in  Pennsylvania,  with  total  sales  of  more  than 
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1,000,000  Mcf  per  year,  including  among  those  other  com¬ 
panies  certain  wholesale  companies,  comparison  with  which 
seems  to  [701]  me  to  be  of  less  significance  than  comparison 
with  distributing  companies  which  I  have  included  in  this 
first  tabulation,  in  order  to  show  the  relation  for  all  natural 
gas  companies  in  Pennsylvania,  above  the  minimum  sized. 
The  data  included  includes  the  number  of  residential  cus¬ 
tomers,  the  residential  sales  in  Mcf,  the  residential  revenue, 
the  heating  value  in  B.T.U.  per  cubic  foot  as  reported  by 
the  Federal  Power  Commission,  and  ratios  derived  from 
the  first  three  columns  of  figures,  namely,  residential  sales 
per  customer  per  year  in  Mcf,  residential  revenue  per  cus¬ 
tomer,  and  residential  revenue  per  Mcf. 

Q.  Then  turning  to  page  2,  what  does  that  purport  to 
show?  A.  Page  2  purports  to  show  the  quantities  con¬ 
tained  in  the  fifth  and  seventh  columns  of  page  1,  arranged 
in  order  of  rank  from  high  to  low  in  the  case  of  residential 
sales  per  customer,  and  from  low  to  high  in  the  case  of  resi¬ 
dential  revenue  per  Mcf. 

Q.  Page  3, — what  does  it  purport  to  show?  A.  Page 
3  purports  to  show  for  the  same  companies  the  typical  net 
monthly  bills  in  the  principal  rate  areas,  of  the  several  com¬ 
panies  for  1,000  cubic  feet  per  month,  3,000  cubic  feet  per 
month,  5,000  cubic  feet  per  month,  and  10,000  cubic  feet  per 
month,  the  typical  bills  having  been  computed  from  the 
rates  reported  in  the  A.  G.  A.  rate  service,  corrected 
[702]  to  September  15,  1946,  and  being  arranged  for  each 
of  the  quantities  shown  in  order,  from  low  to  high. 

Q.  Why  did  you  make  the  groupings  of  1,  3,  5  and  10 
Mcfs  on  page  3?  A.  Those  groupings  are  frequently 
used  to  compare  the  costs  of  residential  service  at  different 
levels,  the  1,000  cubic  feet  per  month  corresponding  with  the 
use  for  cooking  alone,  the  3,000  for  cooking  and  water  heat¬ 
ing,  the  5,000  perhaps  for  cooking,  water  heating  and  some 
room  heating,  and  the  10,000,  a  larger  amount  of  space 
heating. 
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Mr.  Hackney:  I  offer  in  evidence  Philadelphia 
Exhibit  Number  45. 

The  Examiner :  Is  there  objection? 

Mr.  Guttmann:  Just  one  or  two  preliminary  ques¬ 
tions.  In  the  first  place,  what  is  the  purpose  of  Ex¬ 
hibit  45?  j 

Mr.  Hackney:  I  think  we  have  gone  into  that,  be¬ 
cause  it  is  to  be  read  in  conjunction  with  the  prior 
exhibits. 

Mr.  Guttmann:  That  is  the  sole  purpose? 

Mr.  Hackney:  And  it  is  to  show  that  gas  has  not 
suffered  from  being  operated  in  conjunction  witty 
electricity  operations. 

Mr.  Guttmann:  Mr.  Scharff,  in  connection  with 
preparation  of  Exhibit  45,  did  you  make  any  histor¬ 
ical  study  of  gas  residential  consumption  as  to  the 
companies  that  appear  on  that  exhibit? 

I 

The  Witness:  No,  sir. 

[703]  Mr.  Guthnann:  Did  you,  in  connection 
with  preparation  of  Exhibit  45,  have  occasion  to  re^ 
fer  to  Philadelphia  Company  Exhibit  11? 

j 

The  Witness:  I  did  see  Philadelphia  Company 
Exhibit  11. 

Mr.  Guttmami:  You  did  not  include  the  same  com¬ 
panies  in  your  exhibit  that  are  set  forth  in  Exhibit; 
11,  did  you? 

The  Witness:  No,  I  did  not  employ  any  manu¬ 
factured  gas  companies,  and  it  is  my  recollection  that 
some  were  included  in  Exhibit  11,  and  I  included  some 
natural  gas  companies  that  were  not  included  in 
Exhibit  11. 
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Mr.  Guttmann:  You  didn’t  include  all  of  the  na¬ 
tural  gas  companies  in  Pennsylvania  with  total  sales 
of  more  than  1,000,000  Mcf  per  year,  did  you? 

The  Witness:  Every  one  except  one. 

Mr.  Guttmann:  Why  didn’t  you  include  Alle¬ 
gheny? 

Mr.  Hackney:  Let  him  answer  the  question — 
every  one  except  one. 

The  Witness:  And  that  was  the  Sylvania  Corpo¬ 
ration,  which  is  a  wholesale  company  with  no  local 
distribution. 

Mr.  Guttmann:  Why  didn’t  you  include  Alle¬ 
gheny  Gas  Company? 

The  Witness:  I  think  I  missed  it.  I  didn’t  realize 
they  had  over  1,000,000  Mcf  per  year  in  Pennsyl¬ 
vania.  These  figures  include  only  the  companies  sell¬ 
ing  more  than  1,000,000  Mcf  in  Pennsylvania. 

[704]  Mr.  Guttmann:  Allegheny  is  one  such? 

The  Witness:  I  left  that  out  by  error.  I  didn’t 
realize  that  it  did. 

Mr.  Guttmann:  Do  you  know  whether  there  are 
any  others  that  you  left  out  by  error? 

The  Witness:  No,  sir;  if  I  left  them  out,  I 
wouldn’t  know  it.  I  intended  to  include  all  of  them. 

Mr.  Guttmann:  I  object  at  this  time  to  the  intro¬ 
duction  of  Exhibit  45,  if  your  Honor  please,  on  the 
ground  stated,  in  connection  with  previous  exhibits. 
Further,  on  the  ground  of  the  fact  that  the  witness’s 
statement  indicates  that  it  is  not  a  complete  and  ac¬ 
curate  portrayal. 

Mr.  Hackney:  That  merely  goes  to  the  weight  of 
the  evidence,  if  the  Examiner  pleases,  and  we  will 
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amend  the  exhibit  at  a  later  time  by  including  Al-i 
legheny. 

The  Examiner :  I  will  overrule  the  objection,  and 
you  may  have  an  exception. 

By  Mr.  Hackney: 

Q.  Mr.  Scharff,  as  you  look  at  Philadelphia  Exhibit  45, j 
you  have  already  explained  page  1, 1  believe.  Will  you  ex-! 

1  plain  pages  2  and  3,  what  they  show,  and  the  conclusions! 
you  draw  from  them?  A.  Page  2  shows  the  quantities! 
shown  in  columns  5  and  7  [705]  of  page  1,  arranged  in  order! 
of  rank  from  high  to  low  in  the  case  of  residential  sales  perl 
customer  and  from  low  to  high  in  the  case  of  residential  rev-i 
enue  per  Mcf.  I  thought  that  I  had  explained  that  before.! 

1  Q.  No,  because  the  exhibit  was  not  received  in  evidence. j 
A.  And  page  3  shows  the  typical  hills  for  the  companies  in-| 
eluded  in  the  exhibit,  for  1,000  cubic  feet  per  month,  3,000,! 
5,000,  and  10,000,  arranged  in  order  of  rank  from  low  toj 
high,  for  each  of  these  quantities. 

Mr.  Guttmann:  By  way  of  clarification,  Mr.! 
Scharff,  in  connection  with  page  3,  do  not  some  of! 
these  companies  actually  bill  on  a  therm  basis? 

The  Wityiess:  No,  sir. 

Mr.  Guttmann:  They  are  all  Mcf  bases? 

The  Witness:  All,  according  to  the  A.  G.  A.  rate 
service  bill,  by  Mcf.  I  didn’t  check  Allegheny  because ! 
I  omitted  it  here.  j 

'  [706]  By  Mr.  Hackney: 

Q.  Mr.  Scharff,  I  show  you  a  table  comprised  of  three 
pages  marked  Philadelphia  Exhibit  46.  That  also  was  pre¬ 
pared  by  you  or  under  your  supervision?  A.  Yes,  sir. 

Q.  Will  you  explain,  please,  what  this  exhibit  purports  j 
to  show?  A.  This  exhibit  purports  to  show  the  same! 
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data  that  are  included  in  the  previous  Exhibit  45,  except¬ 
ing  that  the  data  for  the  wholesale  companies  have  been 
omitted.  It  appeared  to  me  that  the  comparisons  in  the 
previous  exhibit  with  respect  to  such  companies  as  Apollo 
and  Carnegie,  in  wThich  the  residential  business  is  only  one 
to  three  per  cent  of  their  total  business,  was  of  minimum 
significance  and  that  more  significant  comparisons  could 
be  made  by  considering  a  table  restricted  to  distributing' 
companies  and  for  the  purpose  of  distinguishing  between 
distributing  companies  and  wholesale  companies,  I  adopted 
a  level  of  not  more  than  200,000  cubic  feet  per  customer  per 
year  as  the  upper  limit  for  the  comparable  distributing 
companies.  This  exhibit,  therefore,  contains,  on  Sheets  1, 1 
2  and  3,  the  data  corresponding  with  the  data  on  Sheets  1, 
2  and  3  of  Exhibit  45,  but  restricted  to  the  four  natural  gas 
companies  on  the  previous  exhibit,  which  had  sales  of  more 
than  [707]  one  million  Mcf  per  year  and  not  more  than  200 
Mcf  per  customer  per  year. 

Mr.  Hackney:  I  offer  in  evidence  Philadelphia 
Exhibit  46. 

Mr.  Guttmann:  I  object  to  Philadelphia  Exhibit 
46  on  the  ground  that  it  is  incompetent,  irrelevant  and 
immaterial. 

The  Examiner:  I  will  overrule  the  objection. 

Mr.  Guttmann:  I  respectfully  except. 

The  Examiner:  You  may  have  an  exception.  It 
will  come  in. 

By  Mr.  Hackney: 

Q.  Now,  Mr.  Scharff,  looking  at  Philadelphia  Exhibit  46, 
what  conclusion  do  you  draw  from  that  exhibit?  A.  Be¬ 
fore  I  state  my  conclusion,  Mr.  Hackney,  may  I  call  atten¬ 
tion  to  two  additional  figures  which  I  think  may  be  of 
interest? 
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Q.  All  right.  A.  After  this  exhibit  was  prepared,! 
based  upon  the  data  available  in  the  Federal  Power  Com-j 
mission  reports,  and  just  prior  to  this  hearing,  I  secured 
information  regarding  the  residential  sales  and  revenues; 
of  the  Manufacturers  Light  &  Heat  Company  and  the  Peo-1 
pies  Natural  Gas  Company  by  rate  areas,  and  while  I  was: 
unable  to  secure  comparable  data  for  the  Equitable  Gas 
Company,  which  has  only  a  single  rate  area  and,  therefore, 
had  no  basis  either  of  eliminating  any  of  the  out-  [708]  : 
lying  districts  of  the  Equitable  Gas  Company  area  or  of 
giving  weight  to  the  proportion  of  its  residential  business 
that  is  conducted  in  the  poorer  residential  areas  of  Pitts¬ 
burgh,  in  the  lower  Penn  Avenue  district  on  the  Allegheny ; 
River  and  the  mill  district  on  the  Monongahela,  and  on  the; 
south  side  and  the  lower  north  side,  as  distinguished  from 
the  higher-grade  residential  areas  corresponding  with  those ; 
served  by  Manufacturers  Light  &  Heat  and  Peoples,  never- ! 
theless  I  would  like  to  call  attention  to  the  fact  that,  with 
reference  to  Page  2  of  Exhibit  46,  the  residential  sales  per  j 
customer  per  year  of  the  Manufacturers  Light  &  Heat  Com-  j 
pany  in  its  so-called  western  district,  which  includes  the 
portion  of  its  business  in  and  near  the  City  of  Pittsburgh, 
amounted  to  66.6  Mcf  per  customer  per  year  as  compared 
with  64.3  for  their  entire  area  in  Pennsylvania,  and  their , 
residential  revenue  per  Mcf  amounted  to  69.8  cents  com-  j 
pared  to  67.7  cents  for  their  entire  area.  Also,  in  the  case  I 
of  the  Peoples  Natural  Gas  Company,  if  their  Rate  Area 
No.  1  is  taken  and  the  Altoona  and  Johnstown  areas  j 
were  excluded,  their  sales  in  1945,  their  residential  sales,  j 
amounted  to  72  Mcf  per  customer  per  year  as  compared  i 
with  61.2  for  their  entire  area  and  their  residential  revenue  j 
per  Mcf  amounted  to  68.3  cents  compared  to  70  cents  for 
their  entire  area,  and  taking  these  additional  data,  in  the 
absence  of  corresponding  data  for  Equitable  Gas,  into  con-  j 
sideration  in  conjunction  with  the  other  data  shown  in  this 
Exhibit  46,  my  [709]  conclusion  again  is  that  there  is  no  j 


i 


! 
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indication  in  these  figures  that  the  development  of  the  gas 
business  of  Equitable  Gas  Company  has  been  hampered  by 
its  operation  in  conjunction  with  the  electric  business  of 
Duquesne  Light  Company,  or  that  the  interest  of  its  con¬ 
sumers  compared  with  those  of  other  independently  operat¬ 
ing  companies  has  suffered  from  that  association. 

The  Examiner:  Can  you  give  an  example,  Mr.  1 
Scharff,  of  ratios  of  Manufacturers  Light  and  Peo¬ 
ples  Natural  Gas  which  would  give  you  a  contrary 
conclusion?  Can  you  state  what  residential  sales 
per  customer  in  Mcf,  for  example,  on  Manufacturers 
or  Peoples  would  give  you  a  contrary  conclusion? 

The  Witness :  I  would  think  if  their  sales  were  I 
25  or  30  per  cent  higher,  or  if  their  revenues  were 
20  or  30  per  cent  lower,  if  there  would  at  least  be 
some  indication  that  there  had  been  a  hampering,  so 
far  as  these  figures  can  indicate  it,  that  there  had 
been  a  hampering  of  the  development  and  a  disad¬ 
vantage  to  the  consumers,  but  at  the  level  of  com¬ 
parisons  here  shown  it  seems  to  me  there  is  no  such 
indication. 

Mr.  Guttmann:  At  this  point,  I  move  to  strike 
the  previous  answer  of  the  witness,  if  your  Honor  1 
please,  on  the  ground  that  it  is  a  conclusion,  again, 
which  is  not  based  upon  any  facts  ascertainable  from 
the  exhibit. 

The  Examiner:  I  will  deny  the  motion. 

Mr.  Guttmann:  Exception. 

[710]  By  Mr.  Hackney: 

Q.  Now,  Mr.  Scharff,  having  in  front  of  you  Philadel¬ 
phia  Exhibits  41,  42,  43, 44, 45,  and  46,  will  you  state,  please, 
what  conclusions  you  draw  from  all  of  those  exhibits  con¬ 
sidered  together?  A.  My  conclusion  from  consideration 
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of  all  of  these  exhibits  is  that  there  is  no  indication  in  any 
of  the  comparisons  contained  in  them  that  the  development 
of  the  electric  business  has  been  hampered  by  its  conduct  in 
combination  with  the  gas  business  or  that  that  interest  of 
electric  consumers  has  been  adversely  affected  by  sucli 
combination,  and  that  there  is  no  indication  that  the  developT 
ment  of  the  gas  business  has  been  hampered  by  its  conduct 
in  combination  with  the  electric  business,  or  that  the  interest! 
of  the  consumers  has  been  adversely  affected  by  that  com4 
bination. 

i 

I 

Mr.  Guttmann:  I  move  £hat  the  answer  be  stricken 
on  the  ground  that  there  is  no  basis  for  such  conclu4 
sion  shown  in  this  record. 

The  Examiner:  I  will  grant  the  motion.  You 
may  have  an  exception. 

Mr.  Hackney:  I  want  to  have  one  other  question 
before  the  Examiner’s  ruling. 

By  Mr.  Hackney:  j 

Q.  Mr.  Scharff,  in  connection  with  your  answer  you 
spoke  of  the  electrical  business.  'You  were  referring  to  the 
Duquesne  [711]  Light  Company,  and  referring  to  the  gas 
business  you  were  referring  to  Equitable  Gas  Company? 
A.  Yes,  sir. 


The  Examiner:  I  will  entertain  a  motion  to  strike 
all  the  exhibits,  Philadelphia  41  to  46. 


Mr.  Guttmann:  I  so  move,  if  Your  Honor  please,  j 

The  Examiner:  The  motion  is  granted. 

Mr.  Hackney:  If  the  Examiner  please,  may  wei 
have  that  motion  argued  after  lunch?  I  think  this  is  j 
about  the  conclusion  of  this  witness.  I  think  we  j 
would  like  to  be  heard  upon  that  motion. 
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The  Examiner:  Very  well.  I  will  hear  you  this 
afternoon. 

[Luncheon  recess.] 

I 

'  I 

[712]  The  Examiner:  Mr.  Hackney,  the  Trial  j 
Examiner  understands  that  you  desire  to  be  heard 
before  the  Examiner  rules  on  Commission  counsel’s 
motion  to  strike  Philadelphia  Exhibit  41  to  46,  inclu-  , 
sive.  j  j 

Mr.  Hackney:  That  is  correct.  Before  I  proceed 
with  the  motion,  I  should  like  to  call  Mr.  Scharff  and 
ask  one  question. 

The  Examiner:  Very  well. 


Whereupon : 

Maurice  R.  Scharff  resumes  the  stand. 

Direct  examination  (continued) :  \ 

By  Mr.  Hackney: 

i 

Q.  Mr.  Scharff,  you  testified  this  morning  as  to  the  con¬ 
clusions  which  you  drew  from  Philadelphia  Exhibits  41  to 
46,  inclusive.  Will  you  state,  please  the  basis  from  which 
you  reach  those  conclusions  and  the  reasons  supporting 
those  conclusions?  A.  Well,  as  I  already  stated  in  reply 
to  a  question  by  the  Examiner,  in  my  opinion  no  positive 
conclusion  can  be  derived  from  comparisons  of  the  kind 
presented  in  these  tabulations  for  the  reason  that  the  rela¬ 
tions  of  the  sales  per  [713]  customer  and  the  revenue  per 
unit  of  sales  are  affected  by  so  many  factors  that  are 
entirely  independent  of  whether  the  gas  or  electric  company 
is  an  independent  company  or  a  combination  company,  that 
without  exhaustive  study  one  would  not  be  justified  in 
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attributing  the  relationship  in  such  comparison  to  corre¬ 
sponding  treatments  for  other  companies  due  to  the  fact 
that  the  company  under  consideration  was  an  independent 
or  combination  company,  and  even  after  the  most  exhaus-  I 
tive  study  I  doubt  if  a  positive  conclusion  would  be  justified. 
However,  if  on  comparison  of  these  indices  the  company  i 
under  consideration  were  far  out  of  line,  that  is,  if  it  was  I 
a  combination  of  a  gas  and  electric  department  of  a  com-  j 
bination  company  or  is  a  gas  company  operated  in  combina-  i 
tion  with  an  electric  company,  or  vice  versa,  if  its  sales  per  | 
customer  and  revenue  per  unit  of  sales  were  far  out  of  line  j 
with  the  corresponding  figures  for  independently  operated  | 
companies  in  the  same  regulatory  jurisdiction,  I  believe 
that  that  would  be  an  indication  of  the  restriction  of  the  | 
development  of  the  business  or  a  disadvantage  to  the  con-  j 
sumers  arising  out  of  the  combination  operation,  although  ! 
no  positive  conclusion  would  be  justified  unless  that  indica¬ 
tion  was  supported  by  other  evidence  derived  from  study  j 
of  the  operations  and  methods  of  development  of  the  busi¬ 
ness  and  comparative  costs  of  operating  expense.  On  the 
other  hand,  where  the  ratios  under  consideration  are  not  far 
out  of  line  but  are  within  the  range  of  these  encountered  j 
with  [714]  independent  operating  companies  and  in  fact, 
as  in  some  of  these  cases,  lower  than  the  majority  of  com-  j 
panies  in  the  same  regulatory  jurisdiction  with  which  the  I 
comparisons  are  being  made,  then  it  is  my  view  that  the 
figures  give  no  indication  that  there  is  a  limitation  of  the 
development  of  the  business  or  a  disadvantage  to  consumers  j 
arising  out  of  the  fact  that  the  electric  company  is  being  j 
operated  in  combination  with  the  gas  company  or  vice  versa,  j 
Again,  as  I  stated  before,  that  is  an  indication  and  I  would  | 
not  say  that  a  positive  conclusion  as  to  any  advantage  in 
the  arrangement  was  justified  unless  there  were  other  facts  | 
and  studies  available  to  justify  such  a  positive  conclusion,  j 

i 

! 

Q.  Mr.  Guttmann  raised  the  question  of  the  Allegheny 
Gas  Company.  Why  was  that  omitted  from  your  study? 
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Mr.  Guttmann:  I  submit  the  witness  has  already 
answered  that  question. 

Mr.  Hackney:  There  is  an  explanation. 

The  Witness :  It  was  omitted  because  the  data  for  ' 
it  was  listed  under  New  York  and  my  assistant,  who 
worked  up  the  data  under  my  supervision,  missed  it 
in  going  through  the  Pennsylvania  companies  and  I 
failed  to  catch  it  in  reviewing  his  figures. 

By  Mr.  Hackney: 

Q.  In  other  words,  it  is  not  listed  as  one  of  the  Pennsyl¬ 
vania  companies?  [715]  A.  It  is  listed  with  just 
a  line  of  reference  to  see  New  York  State  and  both  my 
assistant  and  I  failed  to  follow  that  guide. 

Q.  And  the  conclusions  you  have  expressed  this  morning 
and  just  now  are  your  conclusions  as  an  expert  witness 
duly  qualified  in  this  proceeding? 

Mr.  Guttmann:  I  object,  if  Your  Honor  please,  to 
that  question.  I  submit  that  Mr.  Scharff  has  been 
qualified  as  a  sanitary  engineer  and  as  a  valuation 
engineer. 

The  Examiner:  Wait  a  minute.  I  gave  you  the 
opportunity  to  inquire  into  the  witness’s  qualifica¬ 
tions. 

Mr.  Guttmann:  If  your  Honor  please,  at  that  time 
w~e  didn’t  know  what  direction  this  witness’s  testi- 
mon  was  to  take.  We  do  not  object  to  his  qualifica¬ 
tions  as  a  valuation  engineer  nor  as  a  sanitary  engi¬ 
neer,  but  this  certainly  is  not  testimony  that  would 
be  expected  from  a  valuation  engineer  at  any  rate, 
and  I  submit,  if  your  Honor  please,  that  that  statis¬ 
tical  summaries  and  studies  that  he  has  submitted 
are  not  properly  within  the  lines  of  his  qualifications 
as  submitted  for  this  record. 


I 
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The  Examiner:  Do  you  want  to  be  beard,  Mr. 
Guttmann,  in  respect  to  your  motion? 

Mr.  Guttmann:  If  your  Honor  please,  at  this  timej 
I  renew  the  motion  and  ask  your  Honor  to  ad-! 
here  to  the  ruling  made  this  morning.  We  sub¬ 
mit  that  the  very  qualifications  that  the  [716]  wit¬ 
ness  expresses  in  his  response  this  afternoon  bear; 
out  the  validity  of  your  Honor’s  ruling  this  morning.! 
We  stand  upon  that  motion. 

The  Examiner:  All  right,  Mr.  Hackney. 

j 

Mr.  Hackney:  Mr.  Examiner,  in  many  decisions! 
of  the  Commission  there  has  been  talk  about  the  sup¬ 
pression  of  gas  business  at  the  expense  of  the  elec-i 
trie  business.  The  thought  through  many  of  those! 
orders  is  that  a  combination  company  has  deliber-j 
ately  suppressed  the  gas  business  to  help  the  electric  j 
business  or  vice  versa.  In  many  of  those  cases  the! 
Commission  has  said  that  in  the  absence  of  testimony, ! 
that  must  be  the  presumption — in  the  absence  of  af¬ 
firmative  testimony,  we  will  presume  that  to  be  the 
case,  and  they  have  said  that  that  will  outweigh  tes¬ 
timony  as  to  substantial  economies  resulting  from  j 
the  joint  operation  of  the  two  businesses. 

This  is  the  first  time  I  know  of  in  which  the  re-  j 
spondents  have  introduced  affirmative  testimony,  al- j 
though  it  is  true  of  a  negative  character,  bearing  upon 
that  question  of  the  suppression  of  one  business  at 
the  expense  of  the  other,  or  the  operation  of  one  busi¬ 
ness  to  the  detriment  of  that  business  and  to  help  ! 
the  other  business. 

In  the  Engineers  Public  Service  case,  for  instance,  j 
that  was  the  subject  of  an  opinion  by  this  Commission  j 
in  which  the  Commission  said  that  there  was  no  j 
affirmative  testimony  and  we  will  presume  this  to  be 
the  case  and  to  outweigh  substantial  [717]  economies. 


: 


598a  Testimony — Maurice  R.  Scharff — Direct. 


In  the  North  American  case,  decided  by  this  Commis¬ 
sion,  the  staff  itself  offered  testimony  similar  to  that 
which  we  are  offering  at  this  time.  It  is  true  that 
onr  testimony  is  not  as  comprehensive  as  it  was  of¬ 
fered  by  the  staff  at  that  time,  but  we  can’t  be  ex¬ 
pected  to  introduce  all  our  case  at  one  time  and 
through  one  witness.  The  Commission’s  opinion  in 
that  North  American  case  said  that  the  testimony  or 
the  staff’s  studies  indicate  that  in  combination  with 
the  combination  companies,  independent  gas  com¬ 
panies  tend  to  sell  more  gas.  Our  testimony  shows 
that  that  isn’t  true  in  this  case.  The  Commission 
continues  that  independent  gas  companies  derived 
more  revenue  per  customer  at  smaller  prices,  and  we 
have  introduced  testimony  on  the  question  of  revenue 
per  customer.  We  have  introduced  testimony  as  to 
the  prices  as  compared  with  other  companies.  The 
Commission  in  that  case  says  that  independent  com¬ 
panies  serving  electricity  alone  tend  to  sell  more  cur¬ 
rent.  We  have  introduced  testimony  upon  that  basis 
showing  the  comparison  between  combination  com¬ 
panies  and  independent  companies  and  comparisons 
between  Duquesne  Light  Company  and  combination 
companies  and  other  independent  companies,  and  the 
same  holds  for  gas.  We  have  introduced  testimony 
showing  the  amount  of  gas  sold  by  Equitable  Gas 
Company  as  compared  with  other  combination  com¬ 
panies  and  as  compared  with  independent  companies. 
Our  exhibits  go  farther  and  they  show  a  comparison 
in  those  respects  as  between  Equit-  [718]  able  Gas 
Company  and  two  other  companies  operating  right  in 
Pittsburgh  where  if  there  is  to  be  any  independence  at 
all,  that  is  where  we  naturally  expect  to  find  it,  and  it 
shows  that  Equitable  is  superior  to  the  other  inde¬ 
pendent  companies  in  Pittsburgh. 

Certainly  that  testimony  is  relevant  and  should  be 
before  this  Commission  when  it  comes  to  deciding 
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this  question,  particularly  if  we  are  coming  to  meet 
or  have  to  face  a  presumption  that  gas  is  always  sup¬ 
pressed.  This  certainly  goes  to  that  point. 

There  are  other  points  in  that  North  American 
case  to  the  same  effect  and  this  testimony  is  designed 
to  meet  those  points,  to  meet  those  issues,  expressly 
stated  by  the  Commission  and  expressly  relied  upon 
by  the  Commission  in  the  opinions  in  those  cases. 

We  have  produced  an  expert  here,  an  expert  in 
all  aspects  of  public  utility  matters.  He  has  testified ; ! 
he  has  given  an  expert  opinion.  His  conclusions  are 
those  of  an  expert  based  upon  statistics  and  figures 
which  have  not  been  challenged  in  any  way  except 
for  the  trifling  matter  of  Allegheny  Gas — not  chal-l 
lenged  in  any  way,  and  we  submit  that  this  witness 
has  the  right  to  express  an  opinion  and  that  opinion 
should  be  received  and  should  go  to  the  Commission. 

I  also  want  to  point  out  that  in  cases  like  this,  that 
there  should  be  a  very  wide  latitude  in  receiving  tes¬ 
timony  be-  [719]  cause  the  issues  here  are  all  inclu-i 
sive.  They  are  very,  very  broad  and  every  bit  of  tes¬ 
timony  that  is  the  least  little  bit  relevant  to  the  issues 
here  should  be  received  and  should  be  submitted  to 
the  Commission  for  consideration  in  its  decision.  The ! 
objections  which  were  made  here  by  Mr.  Guttmann 
during  the  course  of  the  testimony  and  at  the  conclu¬ 
sion  of  this  witness’s  testimony  all  go  to  the  weight! 
of  the  testimony  and  in  no  way  do  they  go  to  the 
relevancy  of  the  testimony.  We  submit  that  matter ! 
of  the  weight  of  the  testimony  is  a  matter  for  the  | 
person  who  decides  the  facts,  for  the  Examiner  when  | 
it  comes  time  for  him  to  write  his  report.  It  is  a  ques- 1 
tion  for  the  Examiner  as  to  the  weight  of  that  testi-  j 
mony,  and  it  goes  to  the  Commission  when  it  gets  the  j 
chance  to  decide  this  case  as  to  the  weight  to  be  given  | 
this  testimony. 
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Adjournment. 

For  those  reasons,  if  the  Examiner  pleases,  we 
feel  confident  that  these  motions  should  be  denied, 
that  this  testimony  should  be  received  in  evidence. 

The  Examiner:  All  right.  The  Examiner  is  pre¬ 
pared  to  rule.  The  motion  of  Commission’s  counsel 
to  strike  Philadelphia  41  to  46,  together  with  the 
conclusions  expressed  by  the  witness,  is  now  granted. 
You  may  have  an  exception. 

The  Trial  Examiner  was  in  considerable  difficulty 
after  the  receipt  of  Philadelphia  Exhibits  41  to  43, 
inclusive,  but  denied  the  motion  of  Commission 
counsel  to  strike  with  the  idea  that  it  might  be  con¬ 
nected  up  later  with  testimony  in  respect  [720]  to 
the  gas  companies.  After  reviewing  the  testimony 
as  to  the  electric  companies  and  the  gas  companies, 
the  Trial  Examiner  has  ruled  accordingly,  that  the 
evidence  is  inadmissible  and  the  conclusions  will  now 
be  stricken.  You  may  have  an  exception. 

Mr.  Hackney:  Yes,  sir. 

(Witness  excused.) 

[Here  follows  evidence  of  an  expert  witness  as  to  the 
financial  policy  followed  since  1935  with  reference  to  the 
refunding  of  the  publicly-held  securities  of  Philadelphia 
Company  and  Duquesne  Light  Company,  and  the  wisdom 
and  soundness  of  that  policy,  and  cross-examination  upon 
this  subject;  also  a  question  raised  by  counsel  for  the 
Commission  as  to  the  right  of  certain  attorneys  to  repre¬ 
sent  Standard  Gas  in  the  proceeding.] 

[892]  The  Examiner:  Mr.  Hackney,  at  the  recess 
along  about  3 :20,  you  informed  me  that  it  was  your 
desire — you  had  one  more  witness,  I  believe,  other 
than  the  witness  on  the  stand,  and  then  you  were 
going  to  move  to  continue  the  hearings  for  thirty 
days. 
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Mr.  Hackney:  Yes.  If  the  Examiner  please,  the 
witness  was  Mr.  Fleger,  who  is  going  to  testify  ifi. 
connection  with  some  of  the  requests  for  information 
made  by  the  Commission  at  the  last  hearings.  I  have 
just  talked  with  Mr.  Guttmann  and  I  believe  that  he 
is  satisfied  to  let  that  examination  also  go  over  until 
the  next  time,  when  we  hope  to  have  all  of  his  requests 
ready  for  answer. 

i 

The  Examiner:  So  you  take  it,  then,  if  we  have  a[ 
session  tomorrow,  why,  then  it  may  be  a  half  hour  or 
an  hour? 

Mr.  Hackney:  I  don’t  think  it  will  be  necessary  to 
have  one  tomorrow  at  all. 

i 

The  Examiner:  In  other  words,  you  press  your 
motion,  then,  [893]  for  an  adjournment  for  thirty 
days? 

Mr.  Hackney:  That  is  correct,  sir. 

The  Examiner:  Well,  in  view  of  the  Commission’s 
memorandum  opinion  which  I  put  in  the  record,  it  i^ 
Holding  Company  Act  Kelease  7239,  you  will  recall 
what  the  Commission  said  on  Page  3  of  its  mimeo^ 
graphed  opinion: 

| 

“Under  the  circumstances,  on  the  representation) 
of  counsel  for  Philadelphia  that  it  requires  additional 
time  to  prepare  its  case,  we  will  grant  a  thirty-day 
adjournment  from  the  date  of  the  close  of  the  present 
presentation  of  evidence.  In  granting  such  adjourn^ 
ment,  we  shall  expect  that  Philadelphia  will  be  pre^ 
pared  to  proceed  with  and  complete  the  presenta^ 
tion  of  its  case  on  the  resumption  of  the  hearings.” 

Now,  with  that  direction  to  the  Trial  Examiner, 
I  can’t  grant  any  adjournment,  so  if  you  press  this 
motion  for  a  further  adjournment  of  thirty  days,  X 

i 

! 

i 


i 
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would  like  to  have  you  state  on  the  record  just  exactly 
what  testimony  you  have  in  mind  to  present  to  the 
Commission  and  just  why  it  couldn’t  be  presented, 
say,  tomorrow. 

[894]  Mr.  Hackney:  In  the  first  place,  the  Com¬ 
mission  at  the  last  hearing  made,  I  think,  upwards 
of  a  hundred — maybe  more — requests  for  testimony. 
A  great  deal  of  that  testimony  was  extremely  vo¬ 
luminous  in  nature  and  takes  an  untold  amount  of 
time  to  prepare.  Now,  that  just  could  not  be  coim 
pleted  by  this  hearing.  We  will  require  additional 
time  to  prepare  that. 

In  the  next  place,  as  I  told  the  Examiner  at  the 
last  hearing,  we  have  experts  employed  on  the  sub¬ 
ject  of  the  matter  of  substantial  economies  in  the 
joint  operations  of  the  principal  subsidiaries  of 
Philadelphia  Company.  That  is  a  very  important 
matter  in  this  case.  Those  experts  have  been  strenu¬ 
ously  at  work  since  January  of  1947.  As  I  told  the 
Examiner  at  the  last  hearing,  it  would  take  at  that 
time  60  days  to  complete  it,  and  I  meant  that  state¬ 
ment  and  I  still  mean  it,  and  the  30  days  simply  have 
not  been  adequate  and  we  have  not  got  the  report  and 
can’t  possibly  get  it  for  possibly  two  or  three  weeks 
anyhow  before  we  have  a  chance  to  study  the  report 
and  to  prepare  it  to  present  that  testimony  in  evidence ' 
at  this  hearing. 

I  am  sure  the  Commission  has  no  desire  to  force 
Philadelphia  Company  to  close  its  case  now  without 
giving  us  an  adequate  chance  to  put  in  the  facts  bear¬ 
ing  upon  these  vital  and  all-important  issues.  To 
deny  us  the  adjournment  really  constitutes  a  denial 
of  due  process  of  law  and  if  the  Examiner  or  the  Com¬ 
mission  is  not  going  to  grant  us  the  extension,  we 
[895]  certainly  propose  to  file  a  written  motion  set- 
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ting  forth  the  facts  and  we  certainly  propose  to  fightj 
that  out  to  the  limit. 

In  addition,  you  will  remember  the  Examiner’s 
ruling  as  to  Mr.  Scharff ’s  testimony.  In  view  of  his 
ruling  upon  that,  it  may  be  advisable  for  us  and  we 
may  find  it  necessary  to  present  other  testimony 
which  may  meet  the  ruling  of  the  Examiner,  and  that 
takes  time  at  this  time.  That  was  an  unexpected  rul¬ 
ing  and  puts  us  in  a  most  embarrassing  position  be¬ 
cause  of  the  fact  that  that  testimony  now  has  been 
stricken  out  by  the  Examiner. 

The  Examiner :  What  have  you  to  say,  Mr.  Gutt- 
mann,  with  reference  to  that? 

i 

Mr.  Hackney:  I  may  say  also  that  I  discussed  this 
matter  with  the  staff  of  the  Commission  a  day  or  two 
ago  and  I  was  under  the  impression  they  would  make 
no  objection  to  a  30-day  postponement  subject  to  my 
promise  to  furnish  them  with  such  exhibits  as  we 
propose  to  introduce  as  soon  as  I  possibly  could,  and 
I  did  make  that  representation  to  counsel  for  the 
staff  and  I  make  it  now. 

Mr.  Guttmann:  If  the  Examiner  please,  Mr.| 
Hackney,  a  day  or  two  ago  in  discussing  the  matter  j 
with  me,  had  from  me  my  personal  and  unofficial! 
opinion  as  to  what  might  seem  fair,  and  I  will  state 
that  opinion  again  for  the  record.  I  though  in  viewj 
of  the  circumstances  that  we  would  raise  no  objection 
to  a  30-day  further  continuance  provided  that  the! 
Philadelphia  [896]  Company  would  furnish  us  I 
within  15  days  with  copies  of  the  studies  that  they: 
say  are  being  made  in  connection  with  economies  so 
as  to  enable  us  as  well  as  themselves  to  be  prepared 
on  that  issue  without  further  delay.  The  matter  now 
has  dragged  on  for  quite  some  time.  We  are  re-j 

I 
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luctant  to  be  arbitrary  in  the  matter,  but  on  the  other 
hand,  we  are  reluctant  to  see  it  dragged  out  endlessly. 

It  would  be  our  position,  if  your  Honor  please,  that 
provided  the  company  will  furnish  us  within  15  days 
with  copies  of  the  material  that  will  be  introduced -  J 

The  Examiner:  You  mean  two  weeks  before  the 
hearings  are  resumed? 

Mr.  Guttmann:  Two  weeks  before  the  resumption 
of  hearings — we  would  in  that  event  not  oppose  a  30- ! 
day  extension.  In  other  words,  we  do  oppose  it. 

The  Examiner:  The  Trial  Examiner  feels  that  he 
is  without  any  discretion  of  granting  the  adjourn¬ 
ment  even  if  Commission  counsel  is  agreeable  in  view 
of  the  expression  of  the  Commission.  If  it  is  agree- 
able  to  the  parties,  the  Trial  Examiner  would  like  to 
present  the  motion  to  the  Commission.  I  don’t  know 
whether  we  can  do  it  this  evening  or  not.  What  would 
you  suggest? 

Mr.  Hackney:  I  would  like  to  have  it  done  so  we 
can  know  where  we  are. 

The  Examiner:  I  will  endeavor  to  put  it  to  the 
Commission  immediately. 

[897]  Mr.  Hackney:  As  to  the  two  weeks,  if  the 
Examiner  pleases,  I  told  Mr.  Guttmann  that  I  would 
do  my  best  to  furnish  it,  but  I  could  not  promise  to 
furnish  it  in  tw’o  weeks.  At  the  end  of  two  weeks 
before  the  hearing  I  will  give  him  everything  which 
we  have  ready  and  as  soon  as  it  is  prepared  I  will 
furnish  Mr.  Guttmann  or  the  Commission  staff  just 
the  minute  it  is  ready  with  copies  of  the  additional 
exhibits  which  we  plan  to  introduce. 

Mr.  Berman:  In  that  regard,  Mr.  Examiner,  may  i 
I  suggest  that  as  I  understand  the  situation  with  re- 
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spect  to  Mr.  Hackney’s  motion  to  exclude  certain  of 
the  persons  who  have  been  granted  leave  to  be  hearct 
in  this  proceeding,  including  our  clients,  our  answer 
is  due  with  respect  to  that  motion  under  the  Coim 
mission’s  rules  within  a  few  days  and  presumably 
then  we  will  get  a  ruling  from  the  Commission.  Yob 
have  asked  for  oral  argument,  Mr.  Hackney,  on  that* 
have  you? 

Mr.  Hackney:  I  have. 

[S98]  Mr.  Berman:  And  either  the  Commission 
will  grant  oral  argument  or  it  won’t,  and  will  hand 
down  a  decision.  Now,  in  the  event  that  Mr.  Hack¬ 
ney’s  motion  is  not  granted,  as  to  us,  at  any  rate,  we 
would  like  from  now  on  to  receive  copies  of  Exhibits 
offered  in  evidence,  currently  at  the  time  they  arei 
offered,  and  we  would  also  like  to  receive  copies  of | 
the  documents  which  Mr.  Hackney  proposes  to  fur-! 
nish  to  the  staff  at  the  same  time  that  that  could  be! 
arranged. 

The  Examiner:  If  there  is  going  to  be  an  oral! 
argument  on  Mr.  Hackney ’s  motions,  why  not  include 
in  that  a  motion  for  the  thirty-day  adjournment? 

Mr.  Hackney:  I  don’t  know  if  the  Commission  is! 
going  to  grant  us  argument.  We  have  requested  oral  j 
argument  before  and  have  not  yet  had  it. 

The  Examiner:  I  would  prefer  that  you  address 
a  motion  to  the  Commission  for  a  continuance  for  the 
thirty  days.  I  feel  my  hands  are  tied,  in  view  of  the 
memorandum  of  the  Commission,  and  if  the  Commis- 

i 

sion  wants  to  grant  you  an  additional  thirty  days,  j 
it  is  quite  all  right  with  the  Trial  Examiner. 

Mr.  Hackney:  Is  it  possible  for  the  staff  to  make  j 
the  approach  in  view  of  their  statement  on  the  record  ! 
at  this  hearing? 
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Mr.  Guttmann:  We  are  not  seeking  a  continuance. 
We  stand  ready  on  the  morrow  to  resume  cross-exam¬ 
ination  of  Mr.  [899]  Fleger.  This  isn’t  our  motion. 

Mr.  Hackney:  I  really  think  the  best  thing,  if  the 
Examiner  pleases,  is  to  present  it  to  the  Commission 
tonight,  if  we  can.  If  the  Commission  desires  to  hear 
us  in  oral  argument,  we  will  stay  here.  i 

The  Examiner:  I  will  endeavor  to  do  it.  We  will 
take  a  recess  for  a  few  minutes. 

(At  this  point  a  short  recess  was  taken,  after 
which  the  hearing  was  resumed.) 

The  Examiner:  The  Trial  Examiner  has  been  un- 1  < 
able  to  get  a  definitive  ruling  from  the  Commission, 
and  consequently  suggests  that  your  motion  for  an 
adjournment  of  thirty  days  will  be  granted,  subject 
to  the  further  order  of  the  Commission,  and  subject 
further  to  your  getting  to  Commission’s  counsel,  day 
two  weeks  from  today,  the  studies  which  you  have 
mentioned,  and  the  Trial  Examiner  assumes  that 
those  studies  are  Stone  &  Webster  and  Sam  Hartt’s 
studies? 

Mr.  Hackney:  No. 

The  Examiner:  Let’s  have  on  the  record  what 
they  are? 

Mr.  Hackney:  Standard  Research  Consultants. 

The  Examiner:  The  further  studies  of  Standard  1 
Research  Consultants? 

Mr.  Guttmann:  In  connection  with  economies. 

Mr.  Hackney:  Of  course,  we  cannot  guarantee 
that.  We  [900]  will  do  our  best. 
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The  Examiner:  If  you  don’t  do  it,  it  will  be  im-| 
mediately  communicated  to  the  Commission  and  it  | 
will  be  subject  to  their  order? 

j 

Mr.  Hackney:  Right. 

Mr.  Guttmann:  It  is  understood,  I  take  it,  then, 
that  the  adjournment  requested  is  granted  on  that 
condition? 

The  Examiner:  On  that  condition. 

Mr.  Hackney :  Thirty  days,  if  the  Examiner  j 
please,  carries  us  to  Friday,  May  9th. 

The  Examiner:  Well,  we  will  make  it  May  12, 

,  then,  Monday,  May  12,  at  10 :00  a.  m.,  but  that  is  all ! 

subject  to  the  further  order  of  the  Commission. 

Mr.  Hackney:  I  understand. 

The  Examiner :  And  your  motion  for  the  thirty-  i 
day  adjournment  will  be  submitted  to  the  Commis¬ 
sion,  and  I  hope  you  put  it  in  writing  very  promptly,  j 
so  that  we  can  go  into  it  along  with  your  other  two  j 
motions.  I 

j 

Mr.  Hackney:  Right. 

[Here  follows  an  adjournment  from  April  9, 1947  to  May 
12,  1947 ;  statement  by  an  attorney  as  to  his  right  to  repre- 
l  sent  Standard  Gas  in  the  proceeding,  and  discussion  be¬ 
tween  counsel ;  statement  by  another  attorney  as  to  posi-  i 
tion  of  his  clients,  and  demand  by  Philadelphia  Company 
for  information  as  to  securities  owned  by  his  clients;  the  | 
entry  of  an  appearance  for  certain  preferred  stockholders  j 
of  Philadelphia  Company;  statement  by  counsel  for  the 
Commission  as  to  the  adjournment  just  concluded;  motion 
by  Philadelphia  Company  to  adjourn  for  an  additional  day,  j 
arguments  over  this  motion,  and  adjournment  for  a  day, 
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and  discussion  as  to  a  stipulation  regarding  errors  in  the 
Transcript.] 

[927]  Mr.  Hackney:  Mr.  Coffman. 


Whereupon : 

Paul  B.  Coffman,  was  called  as  a  witness  and,  having 
been  first  duly  sworn,  was  examined  and  testified  as  follows : 

Direct  examination: 

By  Mr.  Hackney: 

Q.  Mr.  Coffman,  will  you  please  state  your  name  and — 
[928]  A.  Paul  B.  Coffman,  3  Monfort  Road,  Port  Wash- 
ington,  Long  Island,  New  York. 

Q.  Will  you  state  your  education?  A.  I  am  a  grad¬ 
uate  of  Ohio  State  University  with  a  Bachelor  of  Science 
degree. 

Q.  What  year  ?  A.  1923 ;  a  graduate  of  the  Graduate 
School  of  Business  Administration,  Harvard  University,  in 
1926,  with  a  Master  of  Business  Administration  degree. 

Q.  What  is  your  present  position?  A.  I  am  president 
of  Standard  Research  Consultants,  Inc.,  which  is  located  at 
345  Hudson  Street,  New  York  City. 

Q.  What  is  the  relation  of  that  company  to  Standard  & 
Poor’s?  A.  Standard  Research  Consultants,  Inc.,  is  a 
subsidiary  of  Standard  &  Poor’s  Corporation. 

Q.  Is  it  a  wholly-owned  subsidiary?  A.  No,  sir,  it  is 
not. 

Q.  Who  else  owns  stock  in  it?  A.  I  am  the  other 
stockholder  in  that  corporation. 


i 

I 

I 

i 

Testimony — Paul  B.  Coffman — Direct.  609a  j 

Q.  And  what  percentage?  A.  20  per  cent 

i 

Q.  What  is  the  business  of  Standard  Research  Consult¬ 
ants,  in  a  general  way?  A.  Standard  Research  Consult-  j 
ants,  Inc.  is,  broadly  speak-  [929]  ing,  an  industrial  engi-  j 
neering  and  management  consulting  firm.  We  offer  services 
on  a  professional  basis  to  various  types  of  industrial  and  j 
other  corporations,  railroads,  public  utilities,  offer  services  j 
to  accounting  firms,  law  firms,  insurance  companies,  invest-  j 
ment  banks,  and  similar  types  of  organizations. 

i 

Q.  And  in  general  terms,  what  is  the  nature  of  the  i 
services  which  your  company  offers?  A.  We  make  many  j 
different  kinds  of  specialized  studies.  For  example,  we  j 
have  been  engaged  to  make  investigations  relating  to  the  I 
rate  of  return  for  public  utilities,  rate  base  and  investment  i 
values  for  public  utilities;  we  have  made  many  investiga-  j 
tions  and  prepared  reports  relating  to  claims  for  relief  | 
under  Section  722  of  the  Internal  Revenue  Code,  we  serve  j 
as  intermediaries  for  clients  who  are  either  desiring  or 
desirous  of  purchasing  a  business  or  a  product  or  selling  I 
a  business  or  a  product;  we  prepare  annual  reports  for 
corporations,  we  make  investigations  to  study  the  condi¬ 
tion  of  a  particular  business  with  reference  to  its  efficiency,  j 
method  of  operation,  we  make  appraisals  and  valuations  j 
where  the  subject  is  important  under  consideration,  where 
one  group  or  firm  is  contemplating  the  purchase  of  another,  j 
or  where  negotiations  are  to  be  entered  into  for  purchase 
of  a  business,  we  have  offered  considerable  service  over 
the  years  in  regard  to  valuations  which  were  required  in  j 
disputed  valuation  cases,  where  the  question  arose  under  an  j 
inheritance  and  gift  taxes  or  a  March  1,  1913  deter-  [930] 
mination. 

i 

Q.  Now,  turning  to  your  own  personal  experience,  Mr. 
Coffman,  after  you  graduated  from  Harvard  Business  j 
School,  what  did  you  do?  A.  Well,  immediately  after  i 
graduating  from  that  university  I  became  a  professor  of  j 
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economics  and  accounting  at  the  College  of  William  and 
Mary  in  Williamsburg,  Virginia.  I 

Q.  And  how  long  were  you  there?  A.  I  was  there  , 
just  a  little  over  a  full  year,  when  I  was  recalled  to  the 
Graduate  School  of  Business  Administration,  at  vrhich  time 
I  joined  the  faculty  of  that  university. 

Q.  That  is  Harvard?  A.  At  the  Graduate  School  of 
Business  Administration  at  Harvard  University. 

Q.  How  long  did  you  remain  there?  A.  Approxi¬ 
mately  ten  years. 

Q.  What  subjects  did  you  teach?  A.  I  taught,  in  the 
order  mentioned,  accounting  and  industrial  accounting,  then 
served  as  a  tutor  in  corporate  management  and  then,  follow¬ 
ing  that,  was  a  professor  of  business  policy. 

Q.  While  you  were  teaching  at  Harvard  University,  did 
you  perform  or  render  services  to  anybody  else?  A. 
Yes.  I  served  as  a  consultant  for  a  number  of  companies 
in  that  period,  which  I  engaged  in  as  an  individual,  [931] 
along  with  the  teaching  that  I  was  doing. 

Q.  What  were  some  of  those  companies,  and  the  nature 
of  the  services  which  you  rendered  as  a  consultant?  A. 
Well,  the  New  England  Mica  Company  was  one,  which  was 
a  manufacturing  concern  of  smaller  size  located  in  Boston. 
The  nature  of  that  study  vras  to  investigate  the  operations 
of  the  business  and  make  recommendations  as  to  changes 
that  could  be  made  to  improve  the  efficiency,  also  to  install 
a  cost  accounting  system  and  correct  the  accounting  pro¬ 
cedures  they  were  then  following.  I  consulted  also  with 
Master  Builders  Association,  which  was  in  the  nature  of 
a  trade  association  for  the  building  supply  industry,  in 
which  case  the  assignment  was  to  look  over  their  procedures 
and  make  recommendations  as  to  changes  which  might 
improve  their  operations. 
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I  consulted  with  Standard  Statistics  Company,  which  is 
one  of  the  former  companies  which  is  now  a  part  o£i 
Standard  &  Poor’s  Corporation,  the  parent  company  ofi 
Standard  Research;  I  consulted  also  with  Poor’s  Publish-! 
ing  Company,  which  is  also  a  company  which  is  now  a  part 
of  Standard  &  Poor’s  Corporation,  and  certain  other  com-; 
panies  which  I  don’t  recall  at  the  moment. 

I 

i 

Q.  In  connection  with  your  work  as  consultant,  did  you; 
have  occasion  to  go  into  management  studies,  particularly: 
questions  with  reference  to  efficiencies  of  management, 
problems  of  organization,  and  things  on  that  order?  A. 
Yes.  I  have  had  occasion  to  do  that  and  we  offer  [932]  i 
such  service  currently  to  clients  who  may  be,  or  prospee-! 
tive  clients  who  mav  be  desirous  of  securing  such  services.! 

j 

Q.  When  you  were  retained  as  consultant  for  Standard 
Statistics  in  this  period  of  1927  to  1936,  what  was 
the  nature  of  the  services  you  rendered  to  Standard 
Statistics?  A.  Well,  on  the  first  retainer,  which  was! 
about  1928,  the  latter  part  of  1928  or  the  early  part  of 
1929,  I  was  asked  to  wrnrk  with  the  various  departmental! 
heads  of  that  company  and  certain  of  the  employees  in 
various  departments  wdth  the  particular  idea  of  informing; 
them  as  to  new  methods  of  analysis  which  I  had  developed 
at  Harvard  University,  particularly  with  reference  to 
measurements  of  management  efficiency.  I  did  that  work 
over  a  period  of  about  two  years  and  at  the  same  time, 
while  that  was  going  on,  gave  a  series  of  lectures  at  Stand¬ 
ard  Statistics  Company  to  the  employees,  which  at  that 
time  numbered  about  1500,  as  to  such  methods  of  analysis 
which  I  had  developed  in  the  course  in  business  policy 
which  I  have  just  stated  I  taught  at  the  Graduate  School  of  j 
Business  Administration. 

Later  I  joined  with  Standard  Statistics  Company  j 
as  a  consultant  again,  around  the  latter  part  of  1934,  for  j 
the  particular  purpose  of  directing  an  investigation  that 
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was  then  being  made  in  regard  to  the  valuations  that  were 
required  in  the  estate  of  Richard  B.  Mellon,  who  had  died 
before  and  left  this  estate. 

Q.  Before  you  come  to  the  Mellon  estate,  Mr.  Coffman, 
[933]  were  you,  prior  to  that,  an  officer  of  Standard 
Statistics?  A.  Prior  to  the  date,  either  1928,  when  my 
first  assignment  took  place,  or  in  1934  or  1935,  on  the  second 
one,  I  was  not  then  an  officer  of  the  company,  but  was  a 
consultant  to  the  company. 

Q.  Xow,  in  connection  with  the  R.  B.  Mellon  estate,  what 
was  the  nature  of  the  services  which  you  rendered?  A. 
Well,  the  estate  of  R.  B.  Mellon  was  quite  large  and  in¬ 
volved  many  different  types  of  assets,  including  certain 
large  blocks  of  securities  in  certain  well-known  companies, 
Gulf  Oil  Corporation,  Aluminum  Company  of  America, 
Koppers  Company  and  Pullman  Company.  It  was  neces¬ 
sary  in  settling  the  taxes  on  the  estate  to  appraise  these 
various  assets  in  order  that  a  value  could  be  established 
which  could  be  used  in  the  settlement  of  the  tax  claims. 

Q.  I  believe  Koppers  Company  at  that  time  was  a  hold¬ 
ing  company  under  the  Public  Utility  Holding  Company 
Act?  A.  Yes,  it  was,  and  at  that  time  I  believe — it 
wasn’t  under  the  Act,  I  believe. 

Q.  But  later  came  under  the  Act?  A.  That  is  right, 
but  was  a  holding  company  that  had  about  121  or  122  sub¬ 
sidiaries,  as  I  remember  it. 

Q.  Did  you  later  become  an  officer  of  Standard  Statistics 
Company?  A.  Yes.  While  I  started  out  in  the  latter 
part  of  1934  [934]  directing  the  valuations  on  the  R.  B. 
Mellon  estate,  I  later  accepted  a  permanent  position  with 
Standard  Statistics  Company  and  subsequent  to  that  be¬ 
came  secretary  of  the  corporation  and  then  vice  president 
of  the  corporation. 
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Q.  When  did  you  become  vice  president?  A.  Well, 
as  nearly  as  I  can  remember  it  was  about  1936  or  1937. 

i 

Q.  And  bow  long  did  you  continue  as  vice  president  of 
Standard  Statistics  Company?  A.  I  continued  in  that 
capacity  until  1940,  when  Standard  Statistics  Company  and 
Poor’s  Publishing  Company  were  merged  to  form  Standr 
ard  &  Poor’s  Corporation,  the  present  company. 

_  i 

Q.  While  you  were  with  Standard  Statistics  Company, 

what  -was  the  nature  of  your  duties?  A.  W7ell,  in  an  ex¬ 
ecutive  capacity  I  bad  two  principal  functions,  first  I  was 
in  charge  of  sales  of  our  personal  advisory  service,  which 
is  known  as  Standard  Plan  Investments,  and  secondly  was 
in  charge  of  w'hat  was  then  termed  the  valuation  and  m 
search  division,  which  handled  all  of  the  work  of  a  special 
investigational  character  which  was  done  on  a  professional 
basis  and  I  continued  in  that  capacity  until  the  two  coim 
panies  were  merged. 

Q.  What  was  the  nature  of  some  of  the  principal  inf 
vestigation  work  which  you  did  at  that  time?  [935]  A,. 
Well,  it  varied  considerably. 

i 

Q.  Some  of  the  more  important  aspects  of  it,  please.  A; 
We  did  a  considerable  amount  of  valuation  and  appraisal 
work  for  tax  problems,  working  on  such  estates  as  the  Fire¬ 
stone  estate,  the  DuPont  estate,  the  Crossley  estate,  the 
Phipps  estate,  which  were  some  of  the  larger  ones,  and  there 
were  many  smaller  ones. 

Q.  Did  you  have  occasion  to  make  any  economic  operat¬ 
ing  surveys?  A.  Yes.  We  had  a  considerable  oppor4 
tunity  to  do  that.  In  many  of  the  appraisals  and  valuations 
that  we  made,  it  was  necessary  to  make  such  an  analysis^ 
and  then,  in  addition,  in  other  assignments  which  we  were 
given  it  was  necessary  to  make  such  detailed  investiga-r 
tions. 
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Q.  Did  you  make  investigations  of  operating  efficiencies, 
management  of  companies,  and  the  like?  A.  Yes,  I  did 
that  and  we  still  do  it.  It  is  necessary  to  make  such  de¬ 
tailed  analysis  in  many  of  the  assignments  or  jobs  that  wTe 
are  doing  today. 

Q.  Prior  to  the  merger  of  Standard  &  Poor’s,  did  you 
have  any  connection  with  Poor’s  Publishing  Company? 
A.  I  served  as  a  consultant  for  Poor’s  Publishing  Company 
in  about  the  latter  part  of  1930  or  early  1931  and  the  orig¬ 
inal  assignment  was  to  make  an  investigation  of  the  affairs 
of  the  company.  In  the  course  of  that  investigation,  I  was 
[936]  executive  vice  president  and  general  manager  of  the 
company  and  because  of  the  discoveries  made  in  the  inves¬ 
tigation,  it  w’as  necessary  to  rearrange  departments,  alter 
the  personnel,  some  people  being  let  out  and  some  new 
people  being  brought  in,  and  it  was  further  necessary  to 
work  out  some  refinancing  of  the  company  and  generally 
reorganize  the  publishing  end  of  the  business,  as  well  as  the 
printing  end  of  the  business. 

Q.  And  did  you  have  charge  of  that  work?  A.  Yes.  I 
I  was  in  full  charge  of  the  work. 

Q.  And  you  directed  everything  that  was  done  at  that 
time?  A.  Yes,  sir,  I  did. 

Q.  Now,  after  the  merger  of  Standard  &  Poor’s  in  June, 
1940 — I  believe  meanwhile  you  had  left  Harvard  University 
— will  you  state  your  connection  with  Standard  &  Poor’s? 
A.  Well,  I  took  a  leave  of  absence  from  my  teaching  position 
at  Harvard  in  the  academic  year  of  1935-36  because  of  the 
scope  of  the  study  and  the  valuation  of  the  R.  B.  Mellon 
estate  and  the  fact  that  it  was  consuming  considerable 
time.  I  resigned  from  the  university  in  the  1936  academic 
year  although  I  had  had  leave  of  absence  and  had  been  i 
spending  full  time  with  Standard  Statistics  Company  in 
that  year.  At  the  time  I  joined  Standard  Statistics  Com¬ 
pany  it  was  in  the  capacity  of  a  consultant  to  direct  the 
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investigation  that  was  required  in  appraising  and  valuing 
the  assets  which  were  contained  in  the  [937]  estate  pf 
R.  B.  Mellon. 


Q.  Then  what  was  your  first  position  with  Standard 
&  Poor’s  after  the  merger?  A.  The  first  position  after 
the  merger  was  as  vice  president  of  Standard  &  Poor’s 
Corporation. 


Q.  And  what  were  your  duties  as  such?  A.  My  dutifes 
then  were  to  direct  the  special  investigation  work  which 
was  being  conducted  in  a  department  which  was  called 
valuation  and  research  division  of  that  company. 

Q.  Were  your  duties  as  such  in  general  similar  to  those 
you  have  described  when  you  were  in  charge  of  special 
investigations  for  Standard  Statistics?  A.  Yes.  They 
were  much  the  same,  except  in  so  far  as  the  business 
expanded  we  broadened  the  scope  of  our  work. 

Q.  How  long  did  you  continue  with  Standard  &  Poor’s? 
A.  I  continued  as  vice  president  of  Standard  &  Poor’s 
until  1944,  at  which  time  the  Research  and  Valuation  Divi¬ 
sion  of  Standard  &  Poor’s  Corporation  was  incorporated 
as  Standard  Research  Consultants,  Inc. 

i 

Q.  What  then  was  your  connection  with  Standard  Sta¬ 
tistics,  that  is,  after  the  organization  of  the  new  corpora¬ 
tion?  A.  Well,  at  that  time,  except  for  name  only, 
Standard  Statistics  no  longer  existed. 

Q.  I  should  say  Standard  &  Poor’s.  A.  Well,  Stand¬ 
ard  &  Poor’s  Corporation  was  then  a  parent  [938]  com¬ 
pany  which  owned  80  per  cent  of  the  stock  and  I  owned 
20  per  cent  of  the  stock.  At  that  time,  when  the  Division 
was  incorporated,  I  became  president  of  the  new  corpora¬ 
tion  and  set  up  its  various  operations  and  activities. 

Q.  I  believe  you,  practically  speaking,  organized  the 
new  corporation?  A.  That  is  correct. 


i 

j 

i 
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Q.  How  many  employees,  approximately,  in  Standard 
Research  Consultants  at  that  time?  A.  Approximately 
25. 

Q.  You  have  already  stated,  I  believe,  the  nature  of 
the  work  which  Standard  Research  Consultants  does,  did  1 
at  that  time  and  has  done  since?  A.  Yes. 

Q.  Now,  again  turning  to  your  own  personal  experience 
as  distinguished  from  the  work  of  Standard  Research 
Consultants,  will  you  indicate  what  the  nature  of  your 
work  has  been  while  you  have  been  with  Standard  Research 
Consultants,  Inc?  A.  Well,  I  have  served  as  a  consultant 
and  advisor  to  various  businesses  or  groups  on  matters 
relating  to  mergers  or  consolidations,  also  matters  with 
reference  to  recapitalization  plans,  also  with  respect  to 
investigations  relating  to  rate  of  return  and  rate  base  and 
investment  values;  also  served  in  a  capacity  of  consultant 
and  intermediary  where  a  company  was  desirous  of  buy¬ 
ing  a  business  or  selling  a  business;  I  have  [939]  served 
in  the  investigations  relating  to  claims  for  relief  under 
Section  722,  have  served  as  a  consultant  in  regard  to 
preparation  of  annual  reports,  have  served  also  as  con¬ 
sultant  in  investigating  the  operations  of  a  business  to  i 
ascertain  its  efficiency  and  discover  whether  any  recommen¬ 
dations  could  be  made  to  lead  to  improvements,  and  so  forth. 

Q.  In  connection  with  your  work  have  you  had  occa¬ 
sion  to  make  any  studies  with  reference  to  public  util¬ 
ities?  A.  Yes.  I  have  made  such  studies  and  they  are 
included  in  the  two  items  I  mentioned,  namely,  the  inves¬ 
tigations  leading  to  determination  of  fair  rate  of  return 
and  as  to  determination  of  rate  base  and  investment  value. 

Q.  Will  you  state,  please,  some  of  the  public  utilities 
upon  whose  properties  you  have  worked?  A.  Well,  there 
have  been  quite  a  number.  Some  of  the  ones  that  come  to 
my  mind  are  Carolina  Power  &  Light  Company,  Louisiana 
Power  &  Light  Company,  New  Orleans  Public  Service, 
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Mississippi  Power  &  Light,  Arkansas  Power  &  Light,  Hope  j 
Natural  Gas  Company,  El  Paso  Natural  Gas,  Colorado  j 
Interstate,  Pennsylvania  Power  &  Light,  Pennsylvania! 
Telephone  Company,  Federal  Water  Service,  Columbia  Oil; 
&  Gasoline  Corporation,  United  Gas  Corporation,  Eastern ; 
Gas  &  Fuel  Associates,  Panhandle  Eastern  Pipe  Line  i 
Company,  Electric  Power  &  Light,  American  Gas  &  Elec-  j 
trie  and  American  Power  &  Light. 

| 

Q.  Had  you  made  any  studies  in  connection  with  any  j 

[940]  companies  in  the  Philadelphia  Company  system  pre-  j 
vious  to  your  retainer  in  this  case?  A.  I  studied  the  j 
Pittsburgh  &  West  Virginia  Gas  Company  and  the  Ken-  j 
tucky  West  Virginia  Gas  Company. 

Q.  Now,  in  connection  with  your  studies  with  reference 
to  rate  base,  will  you  state  for  the  record  what  was  the  j 
nature  of  those  studies,  the  subjects  covered,  the  aspects  j 
covered,  the  investigations?  A.  In  most  of  those  cases  j 
a  determination  was  made  as  to  fair  value,  in  which  we  j 
were  considering  more  particularly  the  investor’s  point  of  | 
view. 

| 

Q.  You  are  thinking  now  of  rate  of  return,  are  you  ; 
not?  A.  No. 

Q.  The  rate  base?  A.  Also  the  rate  base. 

Q.  All  right,  the  rate  base,  then.  A.  In  those  par-  i 
ticular  cases  it  was  necessary  to  make  a  thorough  investi- 
gation  of  the  financial  position  of  the  company  and  its 
condition,  which  we  usually  investigated  both  on  a  historical  j 
basis  as  well  as  current  basis.  We  also  studied  the  operat-  | 
ing  results  of  the  company  both  historically  and  current.  | 
In  a  good  many  of  the  cases  we  make  trips  around  the  I 
properties  to  familiarize  ourselves  with  the  plants  them-  I 
selves,  the  nature  of  the  territory  served,  the  area  being  j 
served,  and  also  to  get  some  idea  of  the  general  character  of  | 

[941]  the  properties  as  such.  In  order  to  arrive  at  such 
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investment  values  we  also  consider  the  economic  conditions 
and  trends  in  the  country  as  a  whole,  as  well  as  in  the  areas 
being  served,  in  order  that  we  can  make  some  comparison 
as  between  what  is  happening  generally  to  business  and  the 
particular  area  in  contrast  to  what  is  happening  to  the 
company  as  such.  We  also  consider  the  future  prospects 
of  the  company  in  regard  to  its  growth  possibilities,  the 
change  in  the  character  of  the  area,  the  number  of  cus¬ 
tomers  served,  and  other  economic  factors  which  will  assist 
us  in  making  a  determination  as  to  the  potential  earning 
power  of  the  company.  In  addition,  we  consider  the  money 
markets  in  order  to  ascertain - 

Q.  Is  that  rate  of  return?  A.  We  consider  that  also 
in  the  rate  base  and  investment  value.  We  consider  the 
capital  markets  also  to  ascertain  what  the  trend  of  interest 
and  monev  rates  is  and  to  formulate  some  idea  as  to  what 
the  trends  might  be. 

Q.  Now,  in  connection  with  the  studies  which  you  have 
mentioned  pertaining  to  rate  of  return,  will  you  please 
state  what  you  mean  by  rate  of  return  and  the  nature  of 
the  investigations  you  made  in  connection  with  ascertaining 
rate  of  return?  I  am  speaking  particularly  of  public 
utilities. 

Mr.  Guttmann:  Do  you  contend  that  that  is 
material  to  the  issues  of  this  case  at  the  present 
time? 

Mr.  Hackney:  Not  the  rate  of  return  as  such,  but 
his  in-  [942]  vestigations  and  experience. 

Mr.  Guttmann:  Very  well,  for  what  it  may  be 
worth. 

The  Witness:  Well,  in  the  case  of  rate  of  return, 
the  investigations  that  we  have  made  have  princi¬ 
pally  been  to  determine  the  amount  of  earnings  we 
believe  are  necessary  for  the  company  to  have  to 
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maintain  and  offer  to  the  public  reasonable  and 
efficient  service,  and  we  have  described  that  as  a 
direct  approach  to  determining  a  fair  rate  of  return. 

i 

| 

By  Mr.  Hackney: 

Q.  And  what  factors  did  you  investigate  in  connection 
with  your  rate  of  return  studies  ?  A.  In  those  investiga¬ 
tions  we  consider  again  the  historical  financial  condition  of 
the  company  as  well  as  its  current  position  at  the  time 
the  study  is  being  made,  we  again  consider  the  earnings 
record  over  a  period  of  time  and  its  current  situation,  we 
consider  all  of  the  pertinent  economic  factors  that  have  a 
bearing  upon  earning  power,  such  as,  for  example,  the 
territory  served,  the  number  of  customers  served,  the  type , 
of  service  being  rendered,  the  rates  being  charged  for  the  j 
different  classifications  of  service,  the  trend  in  the  rates; 
being  charged,  consider  the  trend  of  general  business  fori 
the  country  as  a  whole  and  then  narrow  that  to  the  area 
or  the  approximate  area  being  served,  and  in  the  particular  j 
location  in  which  the  company  operates.  We  consider  also  j 
the  capital  markets  in  order  to  ascertain  the  trend  of  in-! 
terest  rates  and  [943]  yields,  we  make  a  projection  of  the j 
earnings  expectancy  and  those  expected  earnings  are  used 
along  with  the  study  of  money  rates  to  ascertain  what 
would  be  a  fair  amount  of  dollars  of  earnings  to  maintain 
adequate  service.  We  also  make  comparisons  of  other  j 
utility  companies  issuing  or  rendering  the  same  kind  of  | 
service  in  order  to  compare  the  operations  of  the  subject  j 
company  with  other  similar  companies  and  our  method  of | 
making  that  classification  is  usually  to  take  all  of  the  com-  j 
panies  upon  which  data  are  available  and  in  which  the  j 
public  is  interested  and  then  by  various  tests  eliminate  j 
companies  which  would  not  be  too  comparable  to  the  sub-  j 
ject  company  until  we  come  down  to  a  list  of  those  com-  i 
panies  which  we  believe  are  most  comparable  and  in  such 
analysis  we  consider  various  operating  and  other  ratios  j 

i 

I 
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which  test  efficiency  and  other  important  matters  relative 
to  management  and  service  offered  so  that  we  have  some 
method  of  gauging  the  efficiency  of  the  subject  company 
in  contrast  with  other  companies  offering  similar  type  of 
service. 

Q.  In  connection  with  the  various  utilities  which  you 
have  studied,  I  believe  some  of  them  have  joint  operations, 
that  is,  electric  and  gas,  and  others  are  almost  exclusively, 
if  not  exclusively,  either  gas  or  electric?  A.  Yes,  that 
is  correct. 

Q.  Have  you  testified  on  the  question  of  rate  of  return 
before  the  Federal  Power  Commission?  [944]  A.  Yes, 

I  have. 

Q.  Has  that  Commission  adopted  some  of  your  theories  1 
as  to  rate  of  return?  A.  Well,  I  don’t  know  as  I  could 
say  that  they  have  done  that,  although  their  methods  being 
used  now  are  quite  similar,  as  to  matters  of  investigation, 
to  those  that  we  use. 

Q.  In  connection  with  your  investigations  of  these  utili¬ 
ties,  do  you  ever  have  occasion  to  become  acquainted  with 
rates  charged  and  comparisons  of  those  rates?  A.  Well, 
in  each  investigation  we  make  on  rate  of  return,  we  take 
into  consideration  the  rates  that  are  charged  for  the  various 
classifications  of  service  offered  by  the  company.  Also,  we 
study  the  same  information  for  the  companies  which  we 
use  as  comparatives  which  I  already  mentioned. 

Q.  Is  it  a  fair  statement,  Mr.  Coffman,  to  say  that  in 
connection  with  these  investigations  there  is  no  important 
aspect  of  a  public  utility  company  or  its  business  which  you 
did  not  consider?  A.  I  think  that  is  a  very  accurate 
statement. 

Q.  Have  you  ever  had  occasion  to  render  services  for 
airlines?  A.  Yes.  We  have  been  retained  by  airline 
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companies  to  make  investigations  bearing  upon  the  point 
of  getting  new  certificates  of  convenience.  We  have  also 
done  work  for  airline  companies  in  regard  to  acquisition 
of  another  company. 

[945]  Q.  What  are  some  of  the  airline  companies  for 
whom  you  have  rendered  services?  A.  We  have  been 
retained  by  United  Air  Lines,  by  American  Air  Lines,  and 
by  Pan  American  Airways. 

Q.  You  mentioned  that  you  had  made  certain  capitali¬ 
zation  and  recapitalization  studies.  In  general,  what  sub¬ 
jects  would  those  investigations  cover?  A.  Well,  in  mak¬ 
ing  such  investigations  we  give  attention  to  the  condition  of 
the  subject  company,  then  we  analyze  the  capital  structure 
of  the  company  and  the  conditions  surrounding  the  opera¬ 
tions  of  the  company,  we  analyze  the  capital  markets  in 
order  to  ascertain  what  type  of  security  would  be  best  suited 
for  the  company  and  would  take  into  consideration  the  con¬ 
ditions  at  the  time.  We  take  into  consideration  other  com¬ 
panies  which  may  be  in  similar  lines  of  business  to  ascertain 
what  their  capital  structure  is,  the  relative  proportions  of 
the  security,  different  type  of  securities  to  total,  and  ana¬ 
lyzing  the  particular  company  itself  arrive  at  a  conclusion 
as  to  the  best  form  of  capital  structure  and,  more  par¬ 
ticularly,  the  more  appropriate  type  of  security  and, 
further,  at  what  rates  it  should  be  issued. 

Q.  Have  those  plans  included  public  utilities?  A. 
Yes,  sir. 

Q.  I  am  not  sure  whether  or  not  you  mentioned  that 
you  had  made  certain  cost  of  money  studies?  [946]  A. 
We  have  made  cost  of  money  studies  on  an  independent 
basis.  I  mean  by  that,  not  in  connection  with  any  more 
elaborate  investigation,  and  in  many  cases,  particularly  with 
reference  to  valuations  and  tax  matters  and  in  rate  of 
return,  we  make  elaborate  cost  of  money  studies  in  each 
instance. 
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Q.  Have  you  made  such  studies  for  public  utilities  T 
A.  Yes,  sir,  we  have. 

Q.  Are  you  the  author  of  any  books  or  articles  and 
periodicals?  If  so,  say  what  they  are.  A.  Well,  I  am  a 
collaborator  on  several  problem  books  in  accounting,  one 
with  Ross  Walker  entitled  “Problems  in  Accounting”;  a 
second,  “Problems  on  Industrial  Accounting,”  with  Thomas 
Sanders. 

Q.  Are  both  those  gentlemen  from  Harvard  Business 
School?  A.  They  are  both  professors  at  the  Graduate 
School  of  Business  Administration. 

A  third  was  “Problems  in  Auditing”  by  Hanson  and 
Coffman.  I  have  written  several  articles,  one  “The  Theory 
of  a  Business  Policy  Audit,”  another — two  articles  entitled 
“The  Direct  Approach  to  Fair  Rate  of  Return,”  another 
captioned  “The  Rise  of  a  New  Industry.” 

Q.  And  what  journals  did  those  articles  appear  in? 

A.  Well,  “The  Rise  of  a  New  Industry”  appeared  in  the 
Chicago  University  Journal  of  Business,  I  believe  it  is 
called,  or  Journal  of  Economics,  the  Theory  of  a  Business 
Policy  Audit  [947]  appeared  in  the  Harvard  Business  Re¬ 
view,  the  two  articles  on  the  direct  approach  to  the  fair  rate 
of  return  appeared  in  the  Public  Utility  Fortnightly.  The 
various  books  I  mentioned  were  published  by  McGraw  Hill. 

Q.  Have  you  testified  before  various  administrative 
tribunals?  A.  Yes.  j 

Q.  Will  you  name  some  of  those,  please,  and  indicate 
some  of  the  more  important  cases  in  which  you  have  testi-  1 
fied?  A.  Well,  I  have  testified  before  the  Securities  and 
Exchange  Commission,  the  Federal  Power  Commission - 

Q.  First  the  Securities  and  Exchange  Commission,  what 
are  some  of  the  more  important  cases?  A.  Well,  Colum¬ 
bia  Oil  &  Gasoline  Corporation,  United  Gas  Corporation, 
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Eastern  Gas  &  Fuel  Associates.  Those  are  the  principal  ; 
ones,  and  Electric  Bond  and  Share,  I  believe. 

Q.  Now,  have  you  testified  before  the  Federal  Power 
Commission?  A.  Yes,  I  have. 

Q.  What  are  some  of  those  cases,  if  you  recall,  some  of 
the  more  important  cases?  A.  I  testified  on  Pittsburgh 
&  West  Virginia  Gas  Company  and  the  Kentucky  &  West 
Virginia  Gas  Company,  the  Panhandle  Eastern  Pipe  Line 
Company,  the  Hope  Natural  Gas  Company,  the  Colorado  | 
Interstate  Company,  the  Carolina  Power  &  Light  Com-  i 
pany —  [948]  I  believe  those  are  the  main  ones. 

! 

Q.  What  other  administrative  tribunals  have  you  testi¬ 
fied  before?  A.  I  testified  before  the  Pennsylvania  Pub¬ 
lic  Utility  Commission. 

Q.  How  about  the  Civil  Aeronautics  Board?  A.  The  j 
Civil  Aeronautics  Board. 

| 

Q.  Those  were  the  airline  companies  I  believe  you  men¬ 
tioned  ?  A.  That  is  right,  and  then  I  have  testified  many 
times  before  the  Tax  Court,  or  formerly  the  Board  of  Tax 
Appeals. 

Q.  Have  you  ever  represented  the  Government  in  ap¬ 
pearances  before  any  of  these  administrative  tribunals? 

A.  Well,  I  have  in  several  tax  cases  which  were  coming 
before  the  tax  court. 

Q.  Have  you  ever  been  consulted  by  the  Government  j 
in  connection  with  the  cases  in  the  process  of  coming  before 
administrative  tribunals?  A.  Yes,  sir,  I  have. 

Q.  In  how  many  instances?  Could  you  approximate  how  j 
many  instances?  A.  Well,  I  would  say  in  the  last  few  | 
years  probably  five  or  six. 

Q.  I  believe  that  during  the  recent  war  you  rendered 
certain  services  for  the  Government?  [949]  A.  Yes, 
sir. 
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Q.  Will  you  state,  please,  what  your  first  service  was 
for  the  Government?  A.  Well,  in  1942,  I  was  asked  to 
serve  as  an  expert  consultant  of  the  Office  of  the  Quarter¬ 
master  General  of  the  United  States  Army,  in  which  capac¬ 
ity  I  served  until  about  the  last  part  of  1945,  on  a  part 
time  basis. 

Q.  What  were  your  duties  there,  Mr.  Coffman?  A. 
Well,  initially  it  was  setting  up  a  group  which  had  the 
specific  assignment  of  renegotiation  of  war  contracts,  for¬ 
ward  pricing  and  terminations  at  a  later  date,  and  that 
particular  division  finally  involved  about  75  or  80  men,  as  I 
recall  it,  many  of  whom  I  secured  and  employed  for  that 
purpose. 

i 

Q.  And  you  organized  that  department  and  the  func¬ 
tioning  of  that  department?  A.  Well,  I  had  considerable 
to  do  with  its  organization  and  consulted  with  the  Army 
officers  who  were  directly  in  charge. 

Q.  That  lasted  until  1945,  I  believe?  A.  Yes,  sir. 

Q.  Then  what  service  did  you  perform  for  the  Gov¬ 
ernment  in  that  year?  A.  Well,  in  the  latter  part  of 
1945,  about  October,  I  was  asked  by  the  Office  of  Secretary 
of  War  to  go  to  Germany  to  set  up  a  group  to  appraise  the 
plants  which  were  declared  [950]  available  for  reparations 
and  I  made  two  such  trips  in  all  between  October,  1945  and 
the  middle  of  March,  1946. 

Q.  What  was  the  nature  of  your  duties  there?  A. 
Well,  on  the  first  trip  I  took  about  25  men,  who  were  engi¬ 
neers  and  accountants,  to  Berlin  where  we  set  up  an  organ¬ 
ization  and  division  to  appraise  the  plants  which  were 
declared  available  for  reparations. 

Q.  Did  you  organize  the  group?  A.  Yes,  I  organized 
the  group  and  in  the  first  group  a  good  many  of  the  men 
except  those  from  my  own  organization  were  borrowed 
from  other  firms,  with  a  limit  of  February  1,  1946,  which 
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was  the  Potsdam  Agreement  date.  Those  men  spent  time 
from  early  in  November  until  shortly  after  the  first  of  j 
February.  When  it  was  clear  that  the  work  could  not  j 
possibly  be  completed,  I  came  back  to  this  country,  recruited  j 
a  new  group  of  25  engineers  and  accountants  to  go  over  j 
and  replace  the  first  group,  and  those  men,  a  good  many 
of  them,  are  continuing  in  that  work  at  the  present  time. 

I 

My  specific  task,  aside  from  organizing  the  group,  was  j 
to  lay  out  a  valuation  formula  which  could  be  applied  in  j 
the  appraisal  work,  the  various  instruction  sheets  which  j 
were  necessary  to  get  the  work  done ;  as  much  of  the  detail  j 
work  was  to  be  done  by  the  Germans  under  American 
military  supervision,  to  construct  the  various  forms  that  ; 
were  needed  to  gather  the  data  thht  we  had  to  have  to  make 
such  appraisals,  and  so  forth. 

[951]  Q.  When  did  your  duties  with  reference  to  Ger-  i 
man  reparations  and  appraisals  cease?  A.  About  the 
middle  of  March,  1946. 

Q.  Were  you  later  employed  by  the  Government?  A. ! 
Yes,  I  was. 

j 

Q.  In  what  connection?  A.  Well,  in  the  latter  part  of  j 
1946, 1  was  asked  by  the  Government  to - 

Q.  Which  department  ?  A.  By  the  Office  of  the  Secre¬ 
tary  of  War — to  help  in  organizing  a  group  to  go  to  Japan 
to  review  the  entire  reparation  program.  I  assisted  the : 
Office  of  Secretary  of  War  in  getting  a  number  of  company  : 
representatives  together  and  out  of  that  group  a  special  j 
committee  on  reparations  of  five  men  of  whom  I  was  one,  j 
was  organized,  and  about  the  third  week  in  January  of  j 
1947,  that  committee,  along  with  some  military  officers,  went  j 
to  Tokyo  and  we  spent  some  five  weeks  there  traveling  j 
around  through  the  island  to  investigate  the  reparations  j 
program  which,  when  completed,  resulted  in  a  report  which 
was  submitted  to  General  MacArthur  and  then  later  to  Mr.  j 
Patterson,  Secretary  of  War. 
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Q.  When  did  you  return  from  Japan?  A.  I  returned 
about  the  first  week  in  March,  as  I  remember  it,  1947. 

Q.  Mr.  Coffman,  when  was  vour  company  first  retained 
in  [952]  the  proceedings  now  pending  before  the  Com¬ 
mission?  A.  Well,  I  don’t  recall  the  specific  date,  but  it 
was  some  time  in  the  early  part  of  January,  1947. 

Q.  What  were  you  retained  to  do  ?  A.  I  was  retained 
to  make  an  investigation  of  the  Philadelphia  Company  and 
its  various  subsidiary  companies  with  a  view  to  determining 
what  the  loss  of  efficiencies  or  economies  might  be  if  the  1 
companies  were  separated. 

Q.  You  were  acquainted  with  Section  11(b)(1)  of  the 
Holding  Company  Act  and  with  the  notices  and  orders  of 
the  Commission  issued  in  this  case?  A.  Yes,  sir. 

Q.  And  with  the  answers  filed  by  Philadelphia  Company 
in  this  case?  A.  Yes,  sir. 

Q.  I  believe  that  while  you  were  in  Japan  you  yourself 
did  not  spend  any  great  time  upon  the  investigation,  but 
what  was  your  connection  while  you  were  in  Japan?  What 
did  you  do  in  connection  with  the  organization  of  the  studies 
or  the  investigation?  A.  Well,  at  the  time  we  were  re¬ 
tained  to  make  this  investigation  we  laid  out  a  pattern  and 
a  procedure  that  we  expected  to  follow  in  making  such  • 
investigation. 

Mr.  Guttmann :  I  move  to  strike  that  answer  as 
not  responsive. 

[953]  The  Examiner:  The  motion  is  denied. 
You  may  have  an  exception. 

Mr.  Guttmann :  Exception. 

By  Mr.  Hackney: 

Q.  Please  continue.  A.  Wliile  I  was  in  Japan  the 
early  phases  of  the  work  began,  in  which  forms  for  record- 
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ing  information  that  we  wished  to  extract  from  the  com-  j 
pany’s  records  were  made  up.  Several  of  my  men  made  j 
trips  to  Pittsburgh  for  further  discussion  as  to  availability  | 
of  the  data  and  the  records  and  an  outline  of  procedure  we  j 
would  follow  to  tabulate  such  information,  and  after  several  j 
conferences  a  number  of  our  men  then  went  to  Pittsburgh 
to  tabulate  the  actual  material.  The  early  part  of  it  was  | 
merely  laying  out  a  plan  of  procedure  in  getting  our  forms 
properly  made  up,  and  so  forth. 

i 

Q.  When  did  your  men  first  come  to  Pittsburgh,  if  you  j 
recall,  approximately?  A.  Well,  the  first  trip,  as  I  re-  j 
member  it,  was  about  the  second  week,  the  first  or  second  i 
week  in  January,  1947. 

Q.  Immediately  after  your  retainer?  A.  Yes,  sir. 

Q.  Then  when  was  the  field  investigation  actively  insti-  j 
tuted?  A.  Well,  approximately  two  weeks  after  that. 

Q.  And  during  that  interim,  was  certain  information  j 
[954]  furnished  by  the  company  to  your  organization? 

i 

j 

Mr.  Guttmann :  I  am  going  to  object,  if  Your  j 
Honor  please.  The  witness  has  testified  that  during 
this  period  he  was  in  Japan. 

Mr.  Hackney:  He  is  certainly  in  a  position  to  j 
know  from  the  records  of  his  company  as  to  what  his  j 
people  did.  He  is  the  president. 

The  Examiner :  I  will  overrule  the  objection.  I  I 
will  hear  the  testimony. 

| 

The  Witness:  Yes,  it  was,  because  in  the  first  con-  j 
ferences,  that  is,  at  the  time  of  the  retainer,  and 
later  conferences,  at  which  time  we  were  laying  out  I 
the  forms  and  schedules  that  we  would  use  to  tabulate  j 
the  information,  we  also  made  certain  requests  for  | 
information  and  data  of  the  company  which  was  j 
supplied  as  the  weeks  went  by  and  the  work  pro¬ 
gressed. 
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[Here  follows  a  discussion  between  counsel  and  the 
Examiner  as  to  the  qualifications  of  the  witness.] 

[956]  The  Examiner:  Let  us  proceed,  gentlemen. 

Do  you  desire  to  cross-examine  the  witness  as  to 
qualifications  ? 

Mr.  Guttmann:  I  will. 

Cross-examination: 

By  Mr.  Guttmann: 

Q.  Mr.  Coffman,  I  understood  you  to  state  that  you  are 
a  graduate  of  Ohio  State  University  with  a  Bachelor  of 
Science  degree  awarded  in  1923.  A.  Yes,  sir. 

Q.  In  which  of  the  colleges  of  that  university  did  you 
study  to  receive  that  degree?  A.  College  of  Commerce. 

Q.  What  was  your  major?  A.  Accounting  and  Eco¬ 
nomics. 

Q.  Further  in  the  course  of  your  testimony  of  this 
morning  I  understood  you  to  say  that  you  now  own  20 
per  cent  of  the  stock  in  Standard  Research  Consultants 
Incorporated.  A.  20  per  cent  of  the  common  stock. 

Q.  Since  what  date  do  you  own  that  stock,  sir?  A. 
Since  the  company’s  incorporation  in  1944. 

Q.  Is  there  any  other  class  of  stock  other  than  com¬ 
mon?  A.  There  is  preferred  stock. 

Q.  Does  it  have  voting  power,  the  preferred  stock,  that 
is?  [957]  A.  No,  sir. 

Q.  As  of  what  date  in  1944  was  Standard  Research 
Consultants  incorporated?  A.  I  believe  June  1. 

Q.  What  did  you  mean  when  you  testified  before  the 
Securities  and  Exchange  Commission  in  the  matter  of 
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American  Power  &  Light  Company  on  October  25,  1944, 
when  at  page  43  you  said,  and  I  quote,  “I  am  president 
of  Standard  Research  Consultants  Inc.,  a  wholly-owned 
subsidiary  of  Standard  &  Poor’s  Corporation”?  A. 
Well,  I  would  have  to  go  back  and  check  the  dates  at  the 
time  I  acquired  the  stock.  My  recollection  is  it  was  at  the 
time  of  the  incorporation.  Now,  if  it  wasn’t,  it  was  some; 
time  in  1944,  in  which  case  that  statement  might  be  correct. 

I 

Q.  What  did  you  mean,  Mr.  Coffman,  on  October  24, 
1945,  when  testifying  before  the  Federal  Power  Commission 
in  the  case  entitled  City  of  Pittsburgh,  Complainant,  v.j 
Pittsburgh  &  West  Virginia  Gas  Company,  Kentucky-West; 
Virginia  Gas  Company,  Defendants,  Docket  No.  G-627, 
where  at  page  1651  of  the  transcript  you  said,  and  I  quote, 
“I  am  president  of  Standard  Research  Consultants  Inc.,  aj 
wholly-owned  subsidiary  of  Standard  &  Poor’s  Corpora-  j 
tion”?  A.  What  date  was  that? 

Q.  October  24,  1945.  A.  I  can ’t  answer  that  because  j 
I  think  I  had  the  stock  [958]  at  that  time.  ! 

Q.  You  also  testified  this  morning  that  you  were  pro- 1 
fessor  of  Business  Policy  at  the  Graduate  School  of  Busi-  j 
ness  Administration  of  Harvard  University.  Were  you  a  j 
full  fledged  professor  or  were  you  an  assistant  professor 
and  tutor?  A.  I  was  an  assistant  professor  and  a  tutor.  j 

Q.  Now,  sir,  I  understood  you  to  testify  that  you  were  j 
retained  in  this  present  cause  to  make  a  study  of  the  pos-  j 
sible  loss  of  economies  that  might  result  through  a  breakup  j 
of  the  system;  is  that  right?  A.  That  is  correct. 

Q.  And  you  have  testified  this  morning  as  to  a  number 
of  cases  wherein  you  have  given  testimony  before  this 
Commission  and  various  regulatory  commissions  through¬ 
out  the  country.  A.  Yes,  sir. 

Q.  Have  you  ever  in  any  of  the  cases  wherein  you  have 
heretofore  testified  given  testimony  on  the  subject  of  loss  I 
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of  economies?  A.  I  don’t  believe  I  have  in  the  manner 
that  I  did  it  in  this  particular  investigation. 

Q.  Have  you  ever  operated  a  public  utility  company? 
A.  No,  sir. 

Q.  You  are  not  an  engineer,  are  you,  Mr.  Coffman? 
A.  No,  sir. 

Q.  With  the  exception  of  the  connection  that  you  have 
[959]  outlined  with  Standard  &  Poor’s  and  subsidiaries 
and  predecessor  companies,  have  you  ever  operated  any 
company?  A.  I  have  operated  Poor’s  Publishing  Com¬ 
pany  and  of  course  operated  Standard  Research  Consult¬ 
ants  Inc. 

Q.  But  with  those  exceptions  you  have  not  operated  any 
other  companies?  A.  I  believe  that  is  correct. 

Mr.  Guttmann:  If  your  Honor  please,  at  this 
point  the  staff  wishes  to  move  to  exclude  the  testi¬ 
mony  of  this  witness  as  an  expert  on  the  ground  that 
he  is  not  shown  to  be  qualified  either  on  the  basis  of 
education,  experience,  or  in  any  other  manner  for  the 
type  of  study  that  he  has  been  called  upon  to  present 
in  this  cause. 

The  Examiner :  That  motion  will  be  denied  and 
you  may  have  an  exception.  The  Trial  Examiner  will 
hear  the  testimony  and  if  you  are  so  advised  at  the 
conclusion  of  the  testimony,  you  may  renew  the  mo¬ 
tion. 

[Here  follows  cross-examination  by  counsel  for  the  City 
of  Pittsburgh  as  to  wrhether  the  witness  had  been  a  Pro¬ 
fessor  or  an  Assistant  Professor  at  the  Harvard  Business 
School.] 

[961]  Mr.  Guttmann:  For  the  purpose  of  keep¬ 
ing  the  record  clear,  if  your  Honor  please,  I  would 
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like  to  note  an  exception  to  yonr  Honor’s  previons 
ruling  on  our  motion. 

The  Examiner:  Very  well.  You  may  have  an  ex¬ 
ception. 

Any  further  cross-examination  as  to  the  witness’s 
qualifications?  All  right,  go  right  ahead,  Mr. 
Hackney. 

I 

Direct  examination  (resumed): 

j 

[962]  By  Mr.  Hackney: 

i 

Q.  Mr.  Coffman,  we  were  discussing  the  matter  of  in¬ 
vestigations  made  and  so  forth.  When  you  returned  from 
Japan,  will  you  state  what  your  connection  was  with  the 
investigation,  the  amount  of  time  you  personally  devoted 
to  the  investigation,  and  the  work  done  by  you  in  a  general 
nature,  with  particular  reference  to  time?  A.  Well,  im¬ 
mediately  upon  my  return  I  reviewed  the  progress  of  the 
work  to  that  date.  I  then  made  a  trip  to  Pittsburgh  with 
one  of  my  associates  to  discuss  that  work  and  inquire  as 
to  the  progress  made  so  far  as  extracting  the  data  that  I 
needed  was  concerned  to  proceed  to  the  end  of  the  investi¬ 
gation.  Since  then  I  have  made  several  trips  to  Pittsburgh 
for  the  same  purpose,  and  in  a  good  part  of  this  time  have 
had  a  good  many  men  in  Pittsburgh  actually  extracting  the 
data  and  figures  from  the  books  and  records  of  the  com¬ 
pany. 

i 

Mr.  Guttmann:  For  the  purpose  of  preventing 
needless  and  repeated  interruptions,  may  it  be  under¬ 
stood  that  we  object  to  every  question  asked  of  this 
witness,  that  we  move  to  strike  each  and  every  ap- 
swer  at  this  time,  and  have  that  apply  as  a  blanket 
so  as  not  to  rise  too  repeatedly  on  the  objections? 

Mr.  Hackney:  I  think  that  is  rather  strong,  if 
your  Honor  please.  So  far  as  the  testimony  comes 

i 

i 

j 
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in  subject  to  Mr.  Guttmann’s  motion  as  to  qualifica¬ 
tions,  I  have  no  objection  to  that,  but  certainly  if  the 
evidence  is  incompetent  he  thinks  on  certain  [963] 
grounds  other  than  that,  then  he  ought  to  move  to 
strike  from  time  to  time  or  to  object  from  time  to 
time. 

Mr.  Guttmann:  If  the  objection  is  on  any  other 
grounds,  we  will  so  state. 

The  Examiner :  All  right.  You  will  have  a  con¬ 
tinuing  objection  to  the  testimony. 

Mr.  Hackney:  So  far  as  qualifications  are  con¬ 
cerned. 

The  Examiner:  Exactly. 

By  Mr.  Hackney: 

Q.  Mr.  Coffman,  from  March  6, 1  believe  it  is,  have  you 
devoted  practically  full  time  to  this  investigation?  A. 
Yes,  I  have. 

Q.  Does  that  include  Saturdays,  Sundays,  evenings, 
overtime?  A.  Yes,  it  includes  a  lot  of  that,  sir. 

Q.  How  many  men  have  you  had  working  on  this  inves¬ 
tigation  under  your  direction?  A.  Well,  about  eight 
altogether. 

Q.  Have  they  also  been  working  on  this  investigation 
overtime,  Saturdays,  Sundays,  evenings?  A.  Yes,  they 
have,  continuously. 

Q.  A  great  deal  of  the  material  which  you  have  pro¬ 
duced  is  of  a  statistical  nature.  Will  you  state,  please, 
from  what  source  you  procured  that  information?  A. 
Well,  practically  all  of  the  information  that  I  am  [964] 
using  in  the  exhibits  that  I  have  prepared  came  from  the 
books  and  records  of  the  company  and  certain  information 
from  the  files  of  the  company. 
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Q.  In  connection  with  the  investigation  did  you  inter* 
view  department  heads  and  other  responsible  officials  of 
Philadelphia  Company  and  the  other  companies  in  the 
system?  A.  Yes.  I  talked  to  certain  officials,  but  wherq 
I  didn’t  talk  to  certain  individuals,  my  associates  did. 

The  Examiner:  May  I  inquire  at  this  point 
whether  or  not,  Mr.  Hackney,  you  furnished  the 
Commission  counsel  and  other  counsel  copies  of  the? 
proposed  exhibits? 

i 

Mr.  Hackney:  I  spoke  to  Mr.  Guttmann  during 
the  recess.  We  have  one  complete  set  in  the  court¬ 
room  which  I  propose  now  to  have  marked.  I  told 
Mr.  Guttmann  that  during  the  noon  recess,  possibly 
at  12,  I  will  be  able  to  furnish  him  with  copies. 
Counsel  has  no  copy  yet  which  is  complete. 

The  Examiner:  Then  I  think  it  might  be  well  if 
we  take  a  recess  at  12  o’clock  to  two  o’clock  so  that 
counsel  may  have  an  opportunity  to  go  over  the 
exhibits. 

Mr.  Hackney:  I  would  now  like  to  have  these 
exhibits  marked,  if  the  Examiner  please. 

i 

The  Examiner:  I  believe  your  first  number  is  58. 

[965]  Mr.  Hackney:  May  the  record  show,  please, 
that  I  have  just  had  marked  for  identification  Phila-! 
delphia  Exhibit  58,  styled  “Philadelphia  Company 
and  Subsidiary  Companies,  Total  Salaries  and 
Wages  for  the  year  ending  December  31,  1946,  ex¬ 
cluding  retirements.” 

Likewise,  Philadelphia  Exhibit  59,  styled  “Phil-! 
adelphia  Company  and  Subsidiary  Companies,  Total 
Salaries  and  Wages  for  month  of  January,  1947! 
excluding  retirements.” 


I 

| 
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Also,  Philadelphia  Exhibit  59-1,  styled  “Analysis 
of  January  1947  payrolls  to  show  amounts  paid  in 
performance  of  joint  functions.’ ’ 

Also,  Philadelphia  Exhibit  59-2,  styled  “Working 
Papers  supporting  Schedule  C,”  which  is  the  same 
as  Philadelphia  Exhibit  59-1.  j 

Also,  Philadelphia  Exhibit  60-1,  styled  “Distri¬ 
bution  of  January  1947  departmental  payroll  costs 
by  utility  groups.”  , 

Also,  Philadelphia  Exhibit  60-2,  styled  “Working 
Papers  supporting  Schedule  D,”  which  is  the  same 
as  Philadelphia  Exhibit  60-1. 

Also,  Philadelphia  Exhibit  61,  styled  “Analysis 
and  Adjustment  of  January  1947  payroll.”  , 

Also,  Philadelphia  Exhibit  62-1,  styled  “Applica¬ 
tion  of  Increases  in  Pay  Rates  effective  January  1, 
1947,  retroactive  [966]  from  February  8,  1947.” 

•  '  \ 

Also,  Philadelphia  Exhibit  62-2,  styled  “Working 
Papers  supporting  Schedule  F-l,”  which  is  the  same 
as  Philadelphia  Exhibit  62-1. 

Also,  Philadelphia  Exhibit  62-3,  styled  “Working 
Papers  supporting  Schedule  F-2,”  which  is  also  part 
of  Philadelphia  Exhibit  62-1. 

Likewise,  Philadelphia  Exhibit  63-1,  styled 
“Distribution  of  1947  estimated  departmental  pay¬ 
roll  costs  by  utility  groups.” 

Also,  Philadelphia  Exhibit  63-2,  styled  “Working  ,  j 
Papers  supporting  Schedule  G,”  which  is  the  same 
as  Philadelphia  Exhibit  63-1. 

Likewise,  Philadelphia  Exhibit  64-1,  styled 
“Distribution  of  estimated  annual  payroll  costs  after 
absorption  of  Equitable  Auto  Company  portion  in 
each  general  department.” 
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Also,  Philadelphia  Exhibit  64r2,  styled  ‘ ‘ Working 
Papers  supporting  Schedule  H,”  which  is  the  same 
as  Philadelphia  Exhibit  64-1. 

Likewise,  Philadelphia  Exhibit  65-1,  styled  “Com¬ 
parison  of  employees  and  estimated  annual  payroll 
costs — present  basis  versus  segregated  basis.’7 

Also,  Philadelphia  Exhibit  65-2,  styled  “Working 
Papers  supporting  Schedule  I,”  which  is  the  same 
as  Philadelphia  Exhibit  65-1.  j 

Also,  Philadelphia  Exhibit  66-1,  styled  “Com¬ 
parison  of  [967]  estimated  annual  payroll  costs  by 
utility  groups — present  basis  versus  segregated 
basis.”  i 

i 

Also,  Philadelphia  Exhibit  66-2,  styled  “Working 
papers  supporting  Schedule  J,”  which  is  the  same 
as  Philadelphia  Exhibit  66-1. 

Also,  Philadelphia  Exhibit  67-1,  which  is  eom-j 
posed  of  two  pages,  and  is  styled  “Summary  of 
Social  Security,  Annuity,  Insurance  and  Hospi-j 
talization. 7  7 

Also,  Philadelphia  Exhibit  67-2,  styled  “Working 
papers  supporting  Schedule  K,”  which  is  the  same 
as  Philadelphia  Exhibit  67-1.  j 

Also,  Philadelphia  Exhibit  68-1,  composed  of  two 
pages,  styled  “Summary  of  rental  costs — present 
versus  segregated  basis,”  this  exhibit  being  com¬ 
posed  of  two  pages. 

Also,  Philadelphia  Exhibit  68-2,  styled  “Working! 
papers  supporting  Schedule  L,”  which  is  the  same 
as  Philadelphia  Exhibit  68-1. 

Also,  Philadelphia  Exhibit  69-1,  composed  of  two  | 
pages,  styled,  “Summary  of  other  expenses  (other 


? 
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than  payroll,  rent,  Social  Security,  annuity,  in¬ 
surance,  and  hospitalization  costs ).” 

Also,  Philadelphia  Exhibit  69-2,  styled  “Working 
papers  supporting  Schedule  M,”  which  is  the  same 
as  Philadelphia  Exhibit  69-1. 

Also,  Philadelphia  Exhibit  70,  composed  of  two 
pages,  [968]  styled  “Comparison  of  estimated  1947 
total  costs — present  versus  segregated  basis.” 

By  Mr.  Hackney: 

Q.  Mr.  Coffman,  you  are  familiar  with  the  exhibits 
which  I  have  just  had  marked  for  identification  ?  A.  Yes, 
sir. 

Q.  Were  they  prepared  by  you  or  under  your  direction 
or  by  employees  of  your  organization  under  your  direction? 
A.  Yes,  they  were. 

Q.  Do  these  exhibits  which  have  just  been  marked  for 
identification  comprise  the  result  of  your  study  and  in¬ 
vestigation  which  you  have  testified  you  have  made  ?  A. 
Yes,  sir. 

Q.  Mr.  Coffman,  in  preparing  these  exhibits  were  there  ; 
other  gentlemen  retained  by  Philadelphia  Company  who 
also  were  checking  or  examining  from  time  to  time  the  re¬ 
sults  of  the  studies,  investigations,  winch  you  were  making? 
A.  Yes,  sir,  there  were. 

Q.  What  wrere  their  names?  A.  Mr.  Jay  Samuel 
Hartt  and  Mr.  Stone. 

Q.  Mr.  E.  C.  Stone?  A.  Mr.  Stone. 

Mr.  Hackney:  If  the  Examiner  pleases,  at  this 
time,  with  the  permission  of  the  Examiner  and  the 
Commission  counsel,  I  should  like  to  withdraw  Mr. 


Testimony — Jay  Samuel  Hartt — Direct. 


637a 


Coffman  for  a  minute  and  then  [969]  qualify  Mf. 
Hartt  and  Mr.  Stone. 

The  Examiner :  Is  that  agreeable,  gentlemen? 

! 

Mr.  Guttmann:  Quite  agreeable,  sir. 

The  Examiner:  You  are  excused  temporarily,  j 
(Witness  excused  temporarily.) 


Whereupon, 

Jay  Samuel  Hartt  was  called  as  a  witness  and,  having 
been  duly  sworn,  was  examined  and  testified  as  follows : 

Direct  examination: 

By  Mr.  Hackney: 

Q.  Please  give  your  name,  occupation,  and  address. 
A.  My  name  is  Jay  Samuel  Hartt.  I  am  consulting  engineer1. 
My  business  address  is  327  So.  LaSalle  Street,  Chicago, 
Illinois. 

Q.  Are  you  a  graduate  engineer?  A.  Yes,  sir. 

i 

Q.  How  long  have  you  been  doing  engineering  work? 
A.  Thirty-two  years. 

i 

Q.  What  has  been  its  general  nature?  A.  Public 
utility  operating,  construction,  valuation,  cost  analyses* 
rate  cases,  reorganizations,  financial  reports,  and  such) 
matters.  j 

i 

Q.  Have  you  prepared  an  exhibit  of  your  qualifications 
and  experience?  [970]  A.  Yes,  sir. 


Mr.  Ilackney:  Will  you  mark  this,  please. 
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By  Mr.  Hackney: 

Q.  Mr.  Hartt,  I  show  you  a  booklet  which  has  been 
marked  Philadelphia  Exhibit  71  for  identification.  Is  that 
the  exhibit  to  which  you  refer?  A.  Yes,  sir. 

Q.  Does  that  exhibit  show  in  a  general  way  your  engi¬ 
neering  experience?  A.  Yes,  sir. 

Q.  And  it  is  true  and  correct  to  the  best  of  your  knowl¬ 
edge  and  belief?  A.  It  is. 

Mr.  Hackney:  I  offer  in  evidence  Philadelphia 
Exhibit  71. 

The  Examiner:  Is  there  objection? 

Mr.  Guttmann:  No  objection,  sir. 

The  Examiner:  It  will  come  in. 

[971]  By  Mr.  Hackney: 

Q.  Mr.  Hartt,  with  particular  reference  to  public  utility 
operating  matters,  such  as  actual  operating  experience,  the  1 
efficiency  and  cost  of  operation,  will  you  please  further 
outline  your  experience.  A.  During  part  of  1916  and 
1917,  I  was  superintendent  of  the  gas  plant  at  La  Crosse, 
Wisconsin.  During  that  same  period,  but  not  at  the  same 
time  I  was  resident  engineer  on  the  construction  of  a  central 
station  heating  plant  and  an  electric  generating  plant  at 
La  Crosse,  Wisconsin.  i 

In  about  1934  or  1935  I  was  receiver  of  State  Utilities 
Company,  who  owned  and  operated  two  telephone  exchanges 
in  Wisconsin. 

From  1937  to  1940  I  was  engineering  adviser  to  the 
trustee  of  Utilities  Power  &  Light  Corporation,  and  during 
a  part  of  that  time  I  was  temporary  trustee  of  the  estate. 
Among  other  duties  during  this  time  I  advised  with  the 
trustee  on  all  engineering  matters  affecting  the  operation  of 
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the  subsidiaries,  which  had  an  annual  gross  revenue  of 
over  $48,000,000. 

! 

From  October,  1938  until  May,  1945  I  was  co-trustee 
of  Midland  Utilities  Company.  My  duties  as  such,  among 
other  things,  were  to  look  after  the  operation,  construction  i 
and  financing  of  subsidiaries  having  annual  gross  revenues  j 
of  over  $35,000,000  from  electric,  gas,  street  railway,  electric 
railway  and  water  utility  operations. 

[972]  In  May,  1945,  I  was  elected  President  of  the  re¬ 
organized  company  and  have  since  remained  as  such. 

Since  August  1, 1939, 1  have  been  President  and  a  direc-  j 
tor  of  Chicago,  South  Shore  and  South  Bend  Railroad,  | 
having  annual  revenues  of  about  $7,000,000  per  year.  For 
several  years  past  I  have  been  a  director  of  two  operating 
utility  companies,  now  having  annual  gross  revenues  of 
about  $50,000,000  per  year. 

I  have  been  employed  as  a  consultant  by  many  utilities 
on  operating  problems,  some  of  which  involved  the  effi¬ 
ciency  of  operation.  In  one  case  I  collaborated  with  com-  j 
pany  engineers  in  determining  a  detailed  efficiency  study  j 
of  all  departments  of  the  Company.  This  company  supplied 
electric,  gas,  water,  urban  transportation  and  interurban 
transportation.  It  had  annual  revenues  at  that  time  of  j 
about  $10,000,000  per  year. 

In  another  case  I  was  employed  as  principal  and  my 
organization  and  I  did  all  of  the  work  in  making  an  effi-  ! 
ciency  study  by  departments  of  a  public  utility  company 
serving  electricity,  gas,  water  and  telephone  customers,  and 
having  an  annual  gross  revenue  exceeding  $36,000,000  per 
year. 

In  acting  as  a  consultant  on  corporate  reorganizations,  j 
restatements  of  capital,  valuations,  reports  for  purchase 
and  financing,  market  analyses,  rate  cases,  tax  cases,  con-  j 
demnation  cases,  original  cost  studies  and  the  like,  involv-  I 
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ing  hundreds  of  operating  public  utilities,  I  have  had  an 
opportunity  to  observe  numbers  of  operating  personnel  by 
departments  [973]  and  costs  of  operation  over  a  wide  field 
of  activities. 

Q.  Were  you  employed  to  study  the  operations  of  Phila¬ 
delphia  Company  and  subsidiaries  in  connection  with  the 
pending  proceedings?  A.  Yes. 

Q.  When  were  you  employed?  A.  About  a  month 
ago. 

Q.  What  previous  contact  had  you  had  with  Philadel¬ 
phia  Company  and  its  subsidiaries?  A.  In  1938  and 
1939  I  was  employed  to  make  a  valuation  of  the  Philadel¬ 
phia  Company  and  subsidiaries  in  connection  with  a  re¬ 
capitalization  of  that  company. 

Q.  I  believe  you  testified  in  that  case  before  this  Com¬ 
mission?  A.  I  did. 

Q.  Continue.  A.  In  1943  I  revalued  these  companies 
in  connection  with  a  reorganization  proceeding  of  Stand¬ 
ard  Gas  and  Electric  Company. 

Q.  Did  you  testify  before  this  Commission  in  connection 
with  that  matter?  A.  I  did. 

Q.  Will  you  please  continue?  A.  Twice  within  the 
last  couple  of  years  I  have  reviewed  my  valuations  of  the 
Kentucky-West  Virginia  Gas  [974]  Company  in  connection 
with  the  liquidation  of  Louisville  Gas  and  Electric  Com¬ 
pany,  Delaware. 

Q.  Did  you  also  testify  in  connection  with  that  matter? 
A.  Yes,  sir;  before  this  Commission.  About  a  year  ago  I 
was  employed  in  connection  with  rate  cases  for  Pittsburgh 
and  West  Virginia  Gas  Company  and  Kentucky-West  Vir¬ 
ginia  Gas  Company. 

Q.  Did  you  testify  in  connection  with  those  matters? 
A.  I  testified  before  the  Federal  Power  Commission  in 
connection  with  those  matters.  For  the  past  two  and  one- 
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half  months  I  have  been  collaborating  with  Stone  &  Webster 
in  a  study  of  the  reasonably  foreseeable  earning  power  of 
certain  subsidiaries  of  Standard  Gas  and  Electric  Com-  j 
pany,  including  the  Philadelphia  Company  group,  to  aid  the 
Board  of  Standard  in  establishing  the  basis  for  distribution  j 
of  assets  among  its  stockholders. 

%  i 

Q.  In  connection  with  your  work  in  the  present  case, 
how  did  you  proceed  with  it  ?  A.  I  first  had  a  discussion 
of  the  problem  with  Mr.  Fleger,  Mr.  Hackney,  Mr.  Coffman, ! 
Mr.  E.  C.  Stone,  and  others.  Then  Mr.  Stone  and  I  ex-  \ 
amined  Mr.  Coffman’s  work  papers,  with  Mr.  Coffman’s 
assistant,  Mr.  D.  A.  Brown.  During  the  examination  Mr. 
Stone  and  I  carefully  reviewed  the  bases  for  Mr.  Coffman’s  | 
estimates,  and  the  methods  used  in  compiling  the  data,  and 
we  later  made  certain  checks,  to  satisfy  myself  and  for  Mr.  | 
Stone  [975]  to  satisfy  himself  that  Mr.  Coffman’s  work; 
had  been  thoroughly  and  accurately  done. 

In  the  meantime  I  had  one  of  my  assistants  compile! 
over-all  tabulations  of  Mr.  Coffman’s  work  sheets  for  gen¬ 
eral  comparative  purposes. 

j 

While  this  work  was  in  progress,  Mr.  Stone  and  1 1 
jointly  discussed  the  important  parts  of  Mr.  Coffman’s  | 
work  sheets,  particularly  his  tabulations  of  men  needed  andj 
cost  thereof,  with  each  department  head,  or  the  assistant! 
department  head,  in  one  case,  where  the  department  headj 
was  out  of  town.  In  several  instances  the  department! 
heads  had  one  or  two  of  their  assistants  in  the  conference! 
with  Mr.  Stone  and  I. 

j 

Q.  Mr.  Hartt,  as  a  result  of  your  prior  experience  in  the j 
utility  field,  as  a  result  of  the  conferences  you  have  men-! 
tioned,  of  your  over-all  studies,  and  of  your  prior  knowl-i 
edge  of  all  of  the  companies  in  the  Philadelphia  Company; 
group,  were  you  able  to  form  a  judgment  as  to  the  ac¬ 
curacy  of  Mr.  Coffman’s  studies? 
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Mr.  Guttmann:  Just  a  moment,  before  that 
question  is  answered,  I  would  like  to  ask  one  or  two 
questions,  preliminarily,  on  qualifications  of  the 
witness. 

The  Examiner:  Very  well. 

By  Mr.  Guttmann: 

Q.  Mr.  Hartt,  I  understood  you  to  state  that  you  are 
presently  collaborating  with  Stone  &  Webster  in  a  study 
made  to  [976]  assist  the  Board  of  Standard  Gas  and 
Electric  Company?  A.  Yes,  sir. 

Q.  When  were  you  retained  in  connection  with  that 
study?  A.  Oh,  perhaps  three  months  ago,  two  and  one- 
half  or  three  months. 

Q.  Was  that  retainer  made  on  the  part  of  the  Board 
of  Directors  of  Standard?  A.  Yes,  sir. 

Q.  WTien  were  you  retained  in  connection  with  the 
present  case?  A.  About  a  month  ago. 

Q.  At  the  time  you  accepted  that  retainer  did  you  bring 
the  matter  to  the  attention  of  the  Board  of  Standard?  A. 
I  discussed  it  with  Mr.  Crowley,  who  is  Chairman  of  the 
Board. 

Q.  Do  you  know  whether  or  not  the  Board  took  any 
action  with  regard  to  your  acceptance  of  the  retainer  on 
the  part  of  the  Philadelphia  Company?  A.  I  do  not. 

Q.  Do  you  know  whether  or  not  there  may  be  somewhere 
in  the  course  of  these  proceedings  a  possible  diversion  of 
interest  between  Philadelphia  Company  and  Standard  Gas 
and  Electric?  A.  I  don’t  know  of  any,  no,  sir. 

[977]  Q.  You  don’t  know  whether  or  not  there  may  be? 
A.  I  don’t  anticipate  there  would  be  or  I  would  not  have 
accepted  the  employment. 
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Q.  By  whom  were  you  employed  in  the  present  proceed¬ 
ings?  A.  By  Mr.  Fleger. 

Q.  Can  you  tell  us  approximately  what  time  of  the  month 
you  were  so  employed?  A.  No,  I  can’t.  It  is  my  best 
recollection  it  is  about  a  month  ago.  Mr.  Fleger  was  in 
Chicago  and  he  employed  me  at  that  time.  We  had  a 
discussion  of  what  the  problem  was  there. 

i 

Q.  During  the  last  month  what  other  cases  have  you 
been  engaged  in  that  are  before  regulatory  agencies?  A. 
I  have  been  engaged  in  a  rate  case  before  the  Illinois 

Commerce  Commission.  ! 

! 

Q.  What  time  within  the  last  month  have  you  spent 
either  in  the  preparation  of  material,  the  review  of  material 
or  before  that  Commission,  in  connection  with  the  Illinois 
Commercial  Telephone  Company  case,  which  is,  I  believe* 
the  one  to  which  you  refer?  A.  I  would  have  to  consult 
my  records  and  tell  you. 

i 

Q.  Well,  was  it  a  matter  of  hours  or  days  or  weeks,  or 
what?  A.  It  was  a  matter  of  a  number  of  days. 

Q.  Approximately  how  many?  [978]  A.  I  don’t 
know.  It  might  be  ten  days,  but  that  is  a  pure  estimate, 
and  just  based  on  recollection. 

I 

Q.  Any  other  cases  in  which  you  have  been  engaged 
during  this  past  month?  A.  Not  before  regulatory  Com; 
missions. 

i 

Q.  How  about  cases  other  than  those  before  regulatory 
Commissions?  A.  I  have  been  engaged  in  other  activi* 
ties,  doing  work  for  other  clients. 

Q.  How  many  days  would  you  say — or  weeks,  out  of  this 
last  month,  have  you  been  employed  on  such  work?  A.  IJ 
would  have  to  consult  my  records.  I  don’t  know. 


I 

i 
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Q.  Roughly,  how  many  would  you  say  ?  A.  I  wouldn’t 
guess. 

Q.  Did  you  spend  any  time  collaborating  with  Stone  & 
Webster  on  the  Standard  matter  during  the  past  month? 
A.  Yes. 

Q.  About  how  much?  A.  I  don’t  recall. 

Q.  Was  it  a  day  or  more?  A.  I  would  estimate  it  was 
two  or  three  days. 

Q.  How  many  days  did  you  spend  in  Pittsburgh  during 
the  last  month?  A.  I  would  estimate  five. 

Q.  Well,  when  did  you  first  go  to  Pittsburgh  during 
£979]  that  period?  A.  I  don’t  recall,  but  it  was  a  couple 
of  weeks  ago. 

Q.  How  long  did  you  stay  there  at  that  time?  A.  I 
don’t  recall  whether  it  was  one  or  two  days.  I  think  it  was 
two  days,  but  I  am  not  sure. 

Q.  When  did  you  go  again?  A.  I  went  last  week. 

Q.  What  day?  A.  Wednesday. 

Q.  How  long  did  you  stay?  A.  I  stayed  there  until 
Saturday  night. 

Q.  You  weren’t  there  over  the  last  weekend?  A.  I 
was  there  until  11 :30  on  Saturday  night. 

Q.  And  how  many  people  did  you  consult  with  in  the 
five  days  that  you  say  approximately  you  spent  in  Pitts¬ 
burgh?  A.  Oh,  a  great  many — I  don’t  know  exactly. 

Q.  Did  you  make  any  notes  on  the  occasion  of  your  visits 
to  Pittsburgh?  A.  I  made  certain  notes,  yes,  sir. 

Q.  Do  you  have  them  with  you?  A.  Some  of  them. 

Q.  Will  they  tell  you  how  many  people  you  saw,  con¬ 
sulted  with?  A.  They  will  tell  me  whom  I  consulted  with 
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I 

in  the  various  departments  of  the  Company.  They  will  not 
tell  me  the  attor-  [980]  neys  that  I  talked  with  or  others 
of  that  character.  j 

Q.  I  am  interested  now  primarily  with  the  operating 
personnel  with  whom  you  claim  to  have  talked.  I  am  npt 
concerned  with  the  attorneys.  Can  you  tell  us  roughly  the 
departments  by  name  with  which  you  concerned  yourself  qn 
the  occasion  of  your  two  visits  to  Pittsburgh,  aggregating 
some  approximately  five  days  in  the  last  month?  A.  It  Js 
my  recollection  there  are  thirteen  departments,  and  I  con¬ 
sulted  the  heads  of  twelve  of  the  thirteen  departments.  I 
consulted  the  assistant  in  the  thirteenth  department.  In 
two  or  three  instances  the  department  head  brought  to  our 
conferences  people  that  were  his  immediate  assistants,  j 

Then,  of  course,  in  addition  to  that,  I  have  been  familiar 
with  this  company  for  a  great  length  of  time  and  I  knoW 
many  people. 

i 

Q.  Aside  from  that - 

Mr.  Hackney:  Let  the  witness  answer. 

The  Witness:  I  know  many  people  in  the  com¬ 
pany,  and  I  conversed  by  telephone  or  otherwise  with 
people  within  departments,  on  many  occasions. 

By  Mr.  Guttmann: 

Q.  You  tell  us,  if  you  will,  Mr.  Hartt,  the  names  of  some 
of  these  thirteen  departments.  A.  Do  you  want  the  names 
of  the  people  I  conferred  with  or  just  the  names  of  the  de¬ 
partments  ? 

[981]  Q.  I  would  like  to  have  both,  if  you  have  it.  J^. 
In  the  rate  department,  I  talked  with  Mr.  Newell  French. 

Q.  Is  the  rate  department  what  is  known  in  your  opin¬ 
ion  as  a  joint  general  department  of  Philadelphia  Coni- 
pany?  A.  Yes. 


i 
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Q.  Proceed.  A.  I  talked  with  Mr.  H.  B.  Briggs,  Jr., 
in  the  Advertising  Department; 

Mr.  B.  J.  O’Neill,  in  the  Adjustment  Department; 

Mr.  R.  C.  Wenz,  General  Purchasing  Agent; 

Mr.  W.  R.  Metzger,  Assistant  General  Purchasing  Agent ; 

Mr.  G.  E.  Balch,  General  Storekeeper  in  the  Purchasing 
and  Stores  Department; 

I  talked  with  Mr.  E.  W.  Washabaugh,  Secretary; 

Mr.  R.  D.  McKinnis,  Assistant  Secretary; 

Mr.  J.  J.  Schmotzer,  Chief  Clerk  in  the  Secretary’s  De¬ 
partment. 

I  talked  with  Mr.  H.  D.  Megahan,  Treasurer ; 

Mr.  0.  J.  Wolfram,  in  the  Treasurer’s  Department; 

I  talked  to  Mr.  Calvin  Harmon  and  Mr.  Charles  L.  Mc¬ 
Gowan,  in  the  Comptroller’s  Department. 

I  talked  with  Mr.  S.  G.  Page,  of  the  Fleet  Service  and 
Maintenance  Department ; 

Mr.  F.  J.  Holub,  Manager  of  the  Real  Estate  Depart¬ 
ment; 

[982]  Mr.  M.  M.  Drake,  Assistant  Manager  of  the  Per¬ 
sonnel  Department ; 

Mr.  Philip  Fleger,  the  Senior  Vice  President  and  General 
Attorney ; 

Mr.  Walter  H.  Ferguson,  Manager  of  the  Retail  Sales 
Department,  and  Mr.  Howard  Swartz  of  the  Legal  Depart¬ 
ment,  and  Mr.  H.  J.  Smith  of  the  Telephone  Department. 

I  think  that  concludes  the  list  of  Department  Heads. 

Q.  You  talked  to  all  of  these  people  in  a  period  of  ap¬ 
proximately  five  days?  A.  Yes,  sir. 
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Q.  Is  that  right?  A.  Yes,  sir.  \ 

Q.  And  these  people  came  to  you,  I  think  you  said,  in 
some  instances,  with  their  own  estimates  of  personnel  that 
would  be  required? 

Mr.  Hackney:  I  don’t  think  he  said  that. 

The  Witness:  I  didn’t  testify  to  that. 

! 

By  Mr.  Guttmann: 

\ 

Q.  Just  what  was  the  general  purpose  of  your  interview 
with  them,  Mr.  Hartt?  A.  The  general  purpose  of  the 
interview  with  them  was  to  obtain  from  them  information 
in  regard  to  personnel  that  they  felt  was  necessary,  and  also 
information  which  we  requested  in  regard  to  some  of  the 
estimates  that  had  been  made  by  Mr.  [983]  Coffman,  on 
which  we  had  questions  as  to  just  what  certain  people  did 
and  whether  the  position  which  these  people  filled  would  be 
necessary  if  the  companies  were  segregated,  and  why  they 
would  be  necessary. 

We  also  inquired  of  department  heads  information  in 
regard  to  the  work  done  in  the  departments  in  many  in* 
stances.  j 

Q.  You  say  you  inquired  as  to  personnel  that  they 
thought  would  be  necessary — under  what  circumstances? 
A.  If  the  properties  were  segregated  into  four  groups. 

Q.  And  these  individuals,  whose  names  you  have  given 
in  some  instances  gave  you  their  recommendations,  is  that; 
right?  A.  They  answered  all  questions  which  we  asked 
of  them. 

Q.  Will  you  answer  my  question,  please,  as  they  did 
yours?  A.  I  did  not  ask  them  to  cover  the  waterfront, 
and  give  me  their  full  recommendations.  I  asked  them 
specific  questions,  and  they  answered  my  specific  questions.! 


i 

i 
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My  specific  questions  had  to  do  with  personnel  in  many 
cases  and  they  answered  whatever  I  asked. 

Q.  And  you  asked  them  in  certain  instances,  did  you  not, 
what  in  their  opinion  would  be  the  number  of  personnel 
needed  on  a  segregated  basis?  A.  I  did. 

Q.  And  they  answered  that  question?  A.  They  did. 

[984]  Q.  And  you  made  use  of  their  answer  in  arriving 
at  your  conclusion?  A.  I  did  not  accept  their  answer  as 
such  in  the  work  which  I  did.  I  formed  my  own  conclusions. 

Q.  On  what  basis,  Mr.  Hartt?  A.  On  the  basis  of 
the  knowledge  which  I  had  of  the  Company,  on  the  basis 
of  the  work  that  was  being  done  by  the  Department,  and  on 
the  basis  of  my  own  ideas  of  the  number  of  persons  that 
would  be  required  to  do  that  particular  work  there. 

Q.  Did  any  of  the  studies  that  you  had  previously  made 
in  connection  with  Philadelphia  Company  deal  specifically 
with  questions  of  possible  loss  of  these  through  segre¬ 
gation?  A.  I  did  not  make  a  specific  study  of  that 
question.  However,  it  was  a  question  which  I  was  aware 
of  from  the  time  I  made  my  first  study  until  the  present 
time  and  I  have  spent  considerable  time  over  the  past  several 
years  in  connection  with  the  work  I  did  in  discussing  the 
problem.  However,  I  did  not  previously  make  any  indivi¬ 
dual  detailed  computations. 

[985]  Q.  Mr.  Hartt,  did  you  previously  have  any  oc¬ 
casion  to  go  down  to  the  departmental  level  in  this  type 
of  inquiry?  A.  Yes,  I  did. 

Q.  When  was  that?  A.  In  connection  with  each  of 
the  jobs  that  I  have  done  I  have  been  free  to  consult  with 
anybody  in  the  company  and  I  have  made  it  my  business, 
in  connection  with  my  work,  to  go  to  many  of  the  employees 
in  the  different  departments  and  get  specific  information. 
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Now,  in  connection  with  the  rate  cases  which  I  mentioneji, 
we  obtained  the  payrolls  for  the  gas  department  by  depart¬ 
ments,  by  individuals,  and  by  amounts  that  were  paid  f<j>r 
every  year  from,  I  believe  it  was  1912  to  date,  of  the  inquiry 
in  connection  with  the  Pittsburgh  &  West  Virginia  Gas 
Company,  and  from  the  date  of  formation,  which  I  believe 
was  1924  or  1926,  in  the  case  of  Kentucky- West  Virginia 
Gas  Company. 

Q.  In  connection  with  your  studies  that  you  previously 
introduced  in  another  case  before  this  Commission  on  in¬ 
trinsic  values,  did  you  find  it  necessary  to  go  down  to  tl|e 
departmental  levels  ?  A.  Yes,  in  many  cases. 

i 

Q.  You  testified  before  that  in  some  case  you  collaborated 
with  company  engineers  in  connection  with  the  study  of 
efficiency?  A.  That  is  right. 

[986]  Q.  What  case  was  that,  Mr.  Hartt?  A.  That 
was  Wisconsin  Power  &  Light  Company. 

I 

Q.  When  was  that?  A.  That  was  about  1933,  1934, 
1935,  in  about  that  time. 

Q.  Did  you  testify  before  a  regulatory  body  in  con¬ 
nection  with  that  case?  A.  No,  sir.  This  was  in  con¬ 
nection  with  rearranging  the  employees  of  the  compapy 
and  reducing  expenses  of  the  company,  readjusting  the  per¬ 
sonnel. 

Q.  And  I  believe  you  testified  that  in  one  other  case 
you  made  an  independent  study  of  efficiency?  A.  I  did: 

Q.  What  case  was  that,  Mr.  Hartt?  A.  Northern 
States  Power  Company. 

Q.  And  in  that  case  did  you  testify  before  any  regulatory 
body  on  that  point?  A.  No,  sir.  That  was  a  confidential 
report  to  the  Chairman  of  the  Board  of  Standard  Gas. 
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Q.  When  was  that  study  made,  Mr.  Hartt?  A.  I  be¬ 
lieve  in  1938.  , 

Q.  What  was  the  purpose  of  that  report  at  the  time? 

A.  To  determine  the  efficiency  of  operation  of  the  Northern  ! 
States  Power  Company  and  the  reductions  in  expenses  that 
were  possible  in  its  operation. 

Q.  Was  that  study  restricted  to  any  particular  phase  of 

[987]  the  company’s  business  or  was  it  a  study  on  general 
operation,  or  just  what  was  its  nature?  A.  It  covered 
every  department  of  the  company  and  every  person  in  every 
department. 

Q.  Now,  in  connection  with  your  expert  testimony  before 
regulatory  bodies,  Mr.  Hartt,  have  you  ever  in  any  case 
testified  on  the  question  of  loss  of  economies?  A.  Well, 
in  every  rate  case  where  I  have  appeared  I  have,  that  is, 
if  I  was  covering  the  entire  case,  as  I  do  in  most  cases — I 
made  estimates  of  costs  of  operation  for  the  future,  in 
which  I  took  into  account  economies  that  I  felt  should  be 
made. 

Q.  In  connection  with  your  five-day 'visit  to  Pittsburgh 
did  you  go  to  any  of  the  company  files  or  records  or  did 
you  rely  purely  upon  your  conferences  for  the  information 
that  you  received?  A.  I  did  not,  for  example,  check  the 
payroll  records  of  the  company.  I  did,  however,  obtain 
from  the  accounting  department  operating  reports,  num¬ 
bers  of  employees,  and  information  of  that  kind,  so  as  to 
make  an  over-all  check  of  the  data  which  was  used  by  Mr. 
Coffman. 

Q.  Did  you  make  any  physical  inspection  of  the  proper¬ 
ties  in  connection  with  this  particular  phase  of  your  work? 

A.  Not  in  connection  with  this  phase  of  the  work,  because 
I  am  familiar  with  their  properties  at  the  present  time. 

[988]  I  have  inspected  all  of  them. 
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Q.  And  did  you  visit  the  various  departmental  offices 
or  did  these  people  come  to  see  you  in  the  conference  room! 
A.  In  connection  with  the  conferences  the  people  came  to 
talk  with  Mr.  Stone  and  I  in  an  office  that  was  assigned  to 
us.  However,  in  connection  with  our  work  I  was  in  a  numi 
her  of  the  departments  obtaining  information. 

Q.  Well,  now,  did  you  have  occasion  to  go  up  to  take 
a  look  at  the  telephone  switchboards  in  the  Sixth  Avenue 
office,  for  example?  A.  Not  on  this  trip,  no  sir. 

Q.  Did  you  have  occasion  to  go  down  to  the  basement 
and  look  at  the  automatic  equipment?  A.  No.  I  have 
seen  all  of  that.  I  didn’t  need  to  see  it  again. 

Q.  How  long  ago  did  you  make  your  last  physical  in* 
spection  ?  A.  The  last  physical  inspection  which  I  mad^ 
of  the  telephone  system  was  at  the  time  of  the  rate  cases 
last  year. 

Q.  How  about  the  rest  of  the  property?  A.  At  that! 
time  I  inspected  all  of  the  gas  property,  excepting  Equi¬ 
table  Gas  Company. 

Q.  When  did  you  last  inspect  the  electric  property? 
A.  I  think  it  was  in  1943,  but  I  am  not  certain. 

Q.  When  did  you  last  inspect  the  property  of  Consoli-j 
dated  Gas  Company  of  Pittsburgh,  Mr.  Hartt?  [989] 
A.  Consolidated  Gas  Company  of  Pittsburgh? 

Q.  Yes,  sir.  A.  I  don’t  know  what  company  you 
refer  to,  sir. 

Q.  How  about  the  oil  companies,  did  you  ever  inspect 
their  properties?  A.  Finleyville  Oil? 

Q.  Yes,  sir.  A.  Yes. 

Q.  When?  A.  I  don’t  recall,  but  it  is  some  time  ago. 

Q.  When  did  you  last  make  a  physical  inspection  of  the 
transportation  properties?  A.  Some  time  between  1943 
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and  the  present  time.  I  can’t  recall,  but  on  one  occasion 
I  was  there  in  Pittsburgh  with  Mr.  Mathews,  who  was  vice- 
president  of  Standard  Gas  and  Electric  Company,  in  con¬ 
nection  with  a  study  that  we  were  making  of  the  street 
railway  system,  and  at  that  time  we  inspected  a  large  part 
of  the  properties. 

Q.  Well,  it  wasn’t  this  year,  was  it?  A.  No.  I 
would  say  it  is  two  years  ago,  probably. 

Q.  At  least  two  years  ago?  A.  Yes. 

Mr.  Guttmann:  May  I  ask  Mr.  Hackney  to  state 
the  purpose  for  which  this  witness  is  tendered  at 
this  time? 

Mr.  Hackney:  The  purpose  is'  self-evident.  The 
question  I  [990]  asked  was  as  to  whether  he  was  able 
to  form  a  judgment  as  to  the  accuracy  of  Mr.  Coff¬ 
man’s  studies. 

Mr.  Guttmann:  That  question  would  obviously 
be  an  improper  one.  It  is  a  usurpation  of  the  func¬ 
tion  of  the  Commission,  as  a  matter  of  fact. 

Mr.  Hackney:  The  Commission  can  only  deter¬ 
mine  it  on  the  basis  of  testimony.  What  could  be 
more  valuable  to  the  Commission  than  the  testimony 
of  a  witness  with  Mr.  Hartt ’s  wide,  wide  experience? 
There  can’t  be  anything  stronger  in  the  way  of 
testimony  than  that. 

The  Examiner:  Do  you  object  to  the  witness’s 
qualifications  ? 

Mr.  Guttmann:  I  do,  your  Honor. 

The  Examiner:  All  right.  Any  other  cross- 
examination  as  to  the  witness’s  qualifications?  (No 
response.)  I  will  over-rule  the  objection  and  I  will 
hear  the  witness’s  testimony. 
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Mr.  Guttmann:  I  respectfully  except. 

[Here  follows  a  recess,  with  a  statement  by  the  ExT 
aminer  as  to  the  appearance  and  right  to  be  heard  of  a 
committee  for  the  common  stockholders  of  Philadelphia 
Company.] 

[992]  Mr.  Guttmann:  If  the  Examiner  pleasej 
towards  the  close  of  proceedings  this  morning,  we 
had  stated  an  objection  to  testimony  of  Mr.  Hartt^ 
based  upon  lack  of  qualifications.  I  rise  at  this  timd 
briefly  to  amplify  that  objection,  if  I  may. 

i 

Our  objection  goes  to  his  qualifications,  in  so  faij 
as  this  particular  case  is  concerned.  Mr.  Hartt  has 
stated  in  the  course  of  preliminary  questioning  this 
morning  that  a  very  limited  time  was  devoted  by  Tfi-m 
for  the  purpose  of  study  [993]  and  preparation  ob^ 
this  matter,  and  it  appears  clearly  from  the  question-; 
ing,  that  there  was  nothing  of  an  independent  study 
made  by  him. 

Upon  that  basis,  upon  the  basis  of  all  of  his  an-i 
swers  to  the  questions  this  morning,  we  renew  outf 
motion. 

The  Examiner:  The  ruling  is  adhered  to. 

Mr.  Guttmann:  I  respectfully  take  an  exception 
thereto. 

The  Examiner:  You  may  have  an  exception. 

Mr.  Guttmann:  Now,  if  your  Honor  please,  there 
was  pending  a  question,  asked  by  Mr.  Hackney  of! 
Mr.  Hartt. 

Mr.  Hackney:  The  question  is  withdrawn. 

The  Examiner:  All  right. 
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Whereupon, 

Jay  Samuel  Haett,  previously  sworn,  resumed  his  testi¬ 
mony  : 

Direct  examination  (Continued) : 

By  Mr.  Hackney: 

Q.  Mr.  Hartt,  have  you  examined  Philadelphia  Exhibits 
58  to  70,  both  inclusive?  A.  I  have  examined  either  the 
exhibits  themselves,  or  the  working  papers  from  which  they 
were  made.  In  certain  cases  the  working  papers  had  not 
been  photostated  when  I  saw  them. 

Q.  Either  these  or  the  papers  from  which  these  exhibits 
were  prepared?  [994]  A.  Yes. 

Q.  On  the  basis  of  your  experience  in  the  utility  field, 
the  studies  which  you  made  yourself  of  the  Philadelphia 
Company,  and  the  subsidiaries  and  departments  in  the  Phila¬ 
delphia  Company  group,  and  your  prior  knowledge  of  the 
Philadelphia  Company  group  and  the  subsidiaries,  do  you 
think  the  methods  and  procedures  employed  in  those  ex¬ 
hibits,  Philadelphia  58  to  70,  both  inclusive,  are  sound  and 
produce  a  reasonably  assured  result? 

[Here  follows  an  objection  by  Commission  counsel, 
which  was  over-ruled.] 

[995]  By  Mr.  Hackney : 

Q.  Mr.  Hartt,  again  as  a  result  of  your  prior  experience 
in  the  utility  field,  the  conferences  which  you  have  had  with 
the  representatives  of  Philadelphia  Company  to  which  you 
have  testified,  the  over-all  studies  which  you  have  made,  and 
your  prior  knowledge  of  the  companies  in  the  Philadelphia 
Company  group  and  of  the  departments  in  that  group,  are 
you  able  to  form  an  independent  judgment  as  to  the  ac¬ 
curacy  of  the  results  shown  in  Coffman’s  studies,  Exhibits 
58  to  70?  Again  I  want  a  Yes  or  No  answer. 
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Mr.  Guttmann:  I  object,  if  your  Honor  please,  on 
the  [996]  grounds  previously  stated,  and  on  the  fur¬ 
ther  ground  that  the  opinion  of  an  expert  cannot  tye 
predicated,  either  in  whole  or  in  part  on  the  opin¬ 
ions,  inferences,  or  conclusions  of  others. 

The  Examiner:  I  will  sustain  the  objection. 

i 

Mr.  Hackney:  If  the  Examiner  pleases,  I  am  ask¬ 
ing  as  to  whether  or  not  this  man  is  able  to  form  an 
independent  judgment  of  his  own  as  to  the  results, 
not  as  to  the  opinion  of  Coffman,  but  his  own  inde¬ 
pendent  judgment,  standing  on  its  own  feet. 

The  Examiner:  You  mean  irrespective  of  Coff¬ 
man’s  Exhibits? 

J 

Mr.  Hackney:  That  is  right.  I  am  asking  him  if 
he  can  form  an  independent  judgment. 

Mr.  Guttmann:  There  is  nothing  in  the  record, 
if  your  Honor  please,  upon  which  a  hypothesis  can 
possibly  be  drawn.  None  of  these  basic  details  or 
facts,  if  you  will,  are  as  yet  in  this  record.  The  at¬ 
tempt  that  is  being  made  by  Mr.  Hackney,  if  I  may 
characterize  it,  is  premature  in  seeking  to  get  an  ex¬ 
pert  opinion  on  that  which  is  not  yet  a  part  of  this 
record. 

Mr.  Hackney:  I  am  not  asking  for  the  expert  opin¬ 
ion  yet.  I  am  asking  him  if  he  is  able  to  form  ati 
independent  opinion. 

The  Examiner:  And  I  will  hear  his  answer.  You 
may  have  an  exception. 

The  Witness:  Yes. 

[997]  Mr.  Hackney:  That  is  all  at  this  time.  We 
will  recall  Mr.  Hartt,  of  course,  at  a  later  time. 

The  Examiner:  Very  well. 

(Witness  temporarily  excused.) 
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Whereupon, 

E.  C.  Stone,  called  as  a  witness  on  behalf  of  the  Appli¬ 
cant,  and  having  been  first  duly  sworn,  was  examined  and 
testified  as  follows: 

Direct  examination: 

By  Mr.  Hackney: 

Q.  Mr.  Stone,  will  you  state  your  full  name,  your  resi¬ 
dence  and  your  occupation?  A.  Edmund  C.  Stone,  747 
Valleyview  Road,  Mount  Lebanon,  Allegheny  County,  Penn¬ 
sylvania.  At  the  present  time  I  am  retired  from  active 
service ;  retired  on  April  1,  1947. 

Q.  State  your  education,  please?  A.  I  was  a  grad¬ 
uate  of  the  Harvard  University  with  a  degree  of  Bachelor 
of  Arts,  1904,  Bachelor  of  Science  in  1905.  In  the  scientific 
course  I  specialized  in  electrical  engineering. 

Q.  Are  you  a  member  of  any  professional  societies? 
A.  I  am  a  member  of  the  American  Institute  of  Electrical 
Engineers  of  a  grade  of  Fellow,  which  is  the  highest  grade 
in  the  Society.  I  am  also  a  registered  professional  [998] 
engineer  in  Pennsylvania. 

Q.  Have  you  been  Chairman  of  any  committees  or 
officer  of  any  committees  of  the  American  Institute  of  Elec¬ 
trical  Engineers?  A.  I  served  as  a  director  for  four 
years,  and  as  Vice  President  for  one  term,  which  I  recall 
was  two  years. 

Q.  Did  you  have  any  connection  with  the  engineering 
national  section  of  the  National  Electric  Light  Associa¬ 
tion?  A.  Yes,  I  was  Chairman  of  the  Engineering  Sec¬ 
tion  of  the  National  Electric  Light  Association  from  1927 
to  1929. 

Q.  What  is  that  group,  Engineering  National  Section  of 
the  National  Electric  Light  Association?  A.  That  Engi¬ 
neering  National  Section  was  an  organization  of  some  600 
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leading  engineers  in  the  electric  utility  industry  throughout; 
the  United  States.  Of  course,  the  National  Electric  Lightj 
Association  was  dissolved  in  1932,  and  succeeded  by  Edison 
Electric  Institute. 

Q.  Do  you  have  any  connection  with  the  Electric  Ap¬ 
paratus  Committee?  A.  I  was  Chairman  of  the  Elec¬ 
trical  Apparatus  Committee. 

Q.  What  year?  A.  It  was  1926. 

Q.  What  other  professional  societies  are  you  a  member! 
of  or  have  been?  A.  I  am  a  member  of  the  Engineers’! 
Society  of  Western  [999]  Pennsylvania,  served  as  Vice! 
President  for  two  years  and  as  President  for  one  year.  I! 
was  also  President  of  the  Pennsylvania  Electric  Associa-j 
tion  and  in  that  capacity  served  on  a  Committee  to  study  i 
depreciation,  on  a  Committee  to  study  taxes,  and  on  the) 
Industry  Committee  of  the  Association  which  was  respon-i 
sible  for  studying,  developing  and  recommending  on  oper-i 
ating  policies  for  the  industry  in  Pennsylvania. 

I  have  been  a  director  of  the  Edison  Electric  Institute; 
from  1943  to  1947,  Chairman  of  a  Committee  of  Reorganiza- ! 
tion  of  the  Institute  Committees,  which  are  the  organization ; 
under  which  the  industrv’s  activities  are  carried  on,  and  I 

I 

have  been  Chairman  of  the  Committee  on  Coordination  of! 

Industrv  Associations. 

* 

I  also  am  a  member  of  the  Committee  of  Depreciation 
Policy  and  have  served  on  the  Budget  Committee  of  the  i 
Institute.  i 

I 

Q.  During  the  War  were  you  connected  in  any  way  with  j 
any  Committee  under  the  jurisdiction,  or  organized  at  the  I 
suggestion  of  the  War  Production  Board?  A.  From! 
1943  to  1947  I  represented  the  Western  Pennsylvania  elec- 1 
trie  utilities,  which  included  the  American  Waterworks 
System,  having  operations  in  both  Maryland  and  West ! 
Virginia.  On  the  north,  Central  Power  Coordination  Com- 
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mittee,  which  was  a  committee  set  up  by  the  request  of 
the  War  Production  Board  for  the  purpose  of  coordinating 
power  facilities  in  the  north  central  area,  and  making  avail¬ 
able  maximum  utilization  of  those  power  facilities  for  war 
[1000]  purposes.  The  north  central  area  embraced,  besides 
the  Western  Pennsylvania  group,  Ohio,  parts  of  West 
Virginia,  parts  of  Kentucky,  and  Indiana,  and  embraced  an 
operating  capacity  of  something  over  7,500,000  kilowatts. 

Q.  Since  your  retirement,  have  you  accepted  any  teach¬ 
ing  position?  A.  Yes;  I  have  accepted  an  engagement 
with  the  University  of  Pittsburgh  in  the  School  of  Business 
Administration,  to  teach  Public  Utility  Administration, 
beginning  the  middle  of  June  of  this  year. 

Q.  After  your  graduation  in  1905,  Mr.  Stone,  will  you 
tell  us,  please,  what  your  business  experience  has  been? 

A.  Immediately  after  graduating,  I  went  to  work  for 
the  Westinghouse  Electric  and  Manufacturing  Company, 
and  from  1905  to  1911,  practically  all  of  the  time  I  was 
occupied  in  the  transformer  division  of  the  engineering 
department. 

Q.  After  1911,  what  then?  A.  In  1911 1  went  to  work 
for  the  Allegheny  County  Light  Company,  which  was  the 
predecessor  of  Duquesne  Light,  as  a  cable  engineer. 

Q.  Then  what  did  you  do?  A.  In  1913  I  was  made 
system  operator  and  organized  the  system  operating  de¬ 
partment. 

Q.  For  what  company?  A.  For  the  Duquesne  Light 
Company. 

[1001]  Q.  What  were  your  duties?  A.  That  depart¬ 
ment  in  a  way  is  analogous  to  the  train  dispatching  system 
of  the  railroads,  which  I  think  most  people  are  familiar 
with,  and  broadly  it  is  responsible  for  seeing  to  it  that  all 
of  the  users  of  electric  service  get  an  adequate  supply  of 
service  at  all  times. 
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The  system  operator  is  in  constant  telephone  or  auto¬ 
matic  signal  contact  with  all  of  the  essential  parts  of  the 
system.  It  is  his  business  to  see  that  sufficient  generating 
capacity  is  in  operation  at  all  times,  and  that  generators 
are  taken  out  of  service  when  not  needed.  He  is  required 
to  do  the  necessary  switching,  take  care  of  over-loads  on 
different  parts  of  the  system  when  they  may  develop,  arid 
he  is  responsible  for  taking  out  of  service  faulty  equipment 
or  equipment  to  be  maintained,  and  to  guarantee  that  that 
equipment  is  dead,  for  the  purposes  of  maintenance  work, 
and  to  put  that  back  in  service  again  when  it  is  ready  for 
service. 

Q.  How  long  were  you  system  operator?  A.  I  was 
system  operator  from  1913  to  1919. 

Q.  Then  what  did  you  do?  A.  I  became  assistant  to 
the  General  Manager  of  the  Duquesne  Light  Company, 
1919  to  1922. 

Q.  After  1922,  what  did  you  do?  A.  In  1922  I  was 
made  planning  engineer  of  the  Duquesne  Light  Company, 
and  in  that  capacity  was  responsible  for  planning  [1002] 
the  development  of  the  physical  power  system.  At  that 
time  the  system  was  growing  very  fast  and  between  the 
period  1922  and  probably  around  1930,  something  over 
$100,000,000  was  spent  in  developing  the  system  along  the 
plans  which  I  laid  out. 

Q.  That  continued  until  1927?  A.  Yes. 

Q.  Then  what  did  you  do?  A.  From  1927  to  1931J  I 
was  System  Development  Manager,  in  which  capacity  I  was 
responsible  for  the  planning  of  the  system  as  before,  for 
the  development  of  the  construction  budgets,  involving  pro¬ 
posed  expenditures  for  improvements  and  developments, 
and  also  was  responsible  for  certain  statistical  research 
work  for  the  Vice  President  and  General  Manager.  At  that 
time  I  also  had  charge  of  valuation  work  of  the  company. 
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Q.  At  that  time  did  yon  have  any  work  in  connection 
with  the  matter  of  organization  and  research?  A.  I 
made  investigations  from  time  to  time  for  the  Vice  Presi¬ 
dent  and  General  Manager.  I  don’t  recall  that  that  was  a 
large  factor  in  my  work  at  that  time. 

Q.  But  you  did  spend  some  time  in  connection  with  or¬ 
ganization  studies?  A.  Yes. 

Q.  How  long  were  you  System  Development  Manager? 
[1003]  A.  Until  1931. 

Q.  Then  what  did  you  do  ?  A.  In  1931  to  1938  I  was 
Assistant  to  the  President  of  all  of  the  Companies  in  the 
Philadelphia  Company  group.  At  that  time  the  President 
of  all  of  the  Companies  had  complete  charge  of  all  of  the 
operations  of  the  system,  and  of  all  of  the  department 
heads, — the  operating  heads  reported  to  him,  so  that  I  be¬ 
came  familiar  in  detail  with  all  of  the  various  aspects  of 
the  organization. 

Q.  What  was  the  President’s  duty  with  reference  to  the 
general  departments?  A.  The  President  had  charge  of 
the  General  Departments.  They  reported  to  him. 

Q.  As  assistant  to  the  President  of  Philadelphia  Com¬ 
pany  and  all  the  companies  in  the  Philadelphia  group,  did 
you  have  an  opportunity  to  become  familiar  with  the  gen¬ 
eral  departments?  A.  I  did. 

Q.  To  what  extent  did  you  become  familiar  with  those 
departments?  A.  Well,  I  was  in  touch  with  the  various 
operations  of  the  departments,  one  department  or  another, 
almost  continually  during  that  period. 

Q.  How  long  were  you  assistant  to  the  President?  A. 
1931  to  1938. 

Q.  I  take  it  that  you  had  practically  daily  contact  with 
[1004]  the  departments  in  all  their  phases?  A.  Sub¬ 
stantially,  yes. 
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Q.  What  other  duties  did  you  have  as  assistant  to  the 
President?  A.  I  was  a  member  of  the  President’s  staff 
and  attended  all  of  the  staff  meetings. 

I  represented  the  President  in  the  working  out  of  oper¬ 
ating  details  involved  in  carrying  out  the  policies  estab¬ 
lished  by  executive  order,  supervised  routine  statistical 
material  and  operating  material  for  the  information  of  the 
President,  with  respect  to  the  operations  from  day  to  day 
and  from  month  to  month;  occasionally  prepared  special 
analyses  and  reports.  I  also  participated  in  the  analysis 
and  preparations  for  rate  revisions,  particularly  in  the  elec¬ 
tric  department,  and  participated  in  the  electric  department 
rate  cases. 

Q.  In  connection  with  your  duties  as  Assistant  to  the 
President,  to  what  extent  did  you  have  contacts,  or  become 
familiar  with  the  various  companies  in  the  gas  group,  com¬ 
panies  in  the  transportation  group,  and  the  other  companies 
in  the  Philadelphia  system,  other  than  electric?  A.  Weil, 
I  had  exactly  the  same  interest  in,  and  exactly  the  same 
responsibility  in  respect  to  the  operations  in  the  gas  group 
and  the  operations  in  the  transportation  group  that  I  had 
in  the  electric  group. 

Q.  After  1938,  what  was  your  experience,  Mr.  Stone? 
[1005]  A.  April  1,  1938,  I  was  made  Vice  President  and 
General  Manager  of  Duquesne  Light  Company. 

Shortly  after  that,  Vice  President  and  General  Manager 
of  Allegheny  County  Steam  Company,  Vice  President  of  the 
Equitable  Auto  Company,  and  Vice  President  of  the  Ches- 
wick  &  Harmar  Railroad,  and  also  a  director  of  each  one 
of  those  companies. 

Q.  What  were  your  duties?  A.  In  that  position  I  had 
charge  of  all  of  the  electric  operations,  steam  heating  opera¬ 
tions,  coal  mining,  auto  transportation  operations,  and 
Cheswick  &  Harmar  railroad  operations,  also  the  engineer¬ 
ing  and  construction  for  all  of  those  activities. 
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[1006]  Q.  What  was  your  contact  with  the  general  de¬ 
partments  of  the  Philadelphia  Company  group  during  that 
time!  A.  In  connection  with  those  operations  the  gen¬ 
eral  departments  performed  their  respective  functions  as 
related  to  those  various  operations  and  in  performing  those 
functions  reported  to  me  in  respect  to  the  operations  for 
which  I  was  responsible,  and  I  naturally  watched  the 
charges  and  saw  to  it  that,  in  my  opinion,  the  charges  that 
were  made  against  my  operations  were  reasonable. 

Q.  Did  you  have  occasion  to  become  familiar  with  all 
of  the  functions  of  the  general  departments!  A.  I  was 
already  mostly  familiar  with  them.  I  didn’t  lose  any  of 
that  familiarity  during  my  period  as  vice  president  and 
general  manager. 

Q.  Have  you  ever  testified  before  administrative  tri¬ 
bunals!  A.  In  a  few  cases,  yes. 

Q.  Will  you  state  what  tribunals!  A.  The  first  case 
that  I  recall  was  in  the  late  20 ’s,  in  which  I  testified  before 
a  unit  of  the  United  States  Treasury  with  respect  to  obso¬ 
lescence  and  depreciation  experience  in  the  electric  opera¬ 
tions.  In  the  late  30 ’s  I  testified  before  the  Federal  Power 
Commission  in  a  case  in  which  our  companies  were  con¬ 
cerned  with  the  matter  of  the  same  officers  for  the  different 
companies  in  the  group.  I  have  testified  before  the  Penn¬ 
sylvania  Public  Utility  Commission  in  a  number  of  cases, 
some  of  which  [1007]  had  to  do  with  condemnation,  and 
specifically  in  1937,  I  testified  in  the  rate  case  which  we 
then  had  up  with  the  Pennsylvania  Public  Utility  Com¬ 
mission,  and  just  within  the  last  few  months,  I  have  testi¬ 
fied  in  the  street  lighting  case  which  the  city  has  up  with 
the  Commission. 

Q.  Have  you  testified  in  court  proceedings!  A. 
Occasionally,  yes,  sir. 

Q.  With  reference  to  your  retirement,  Mr.  Stone,  will 
you  state  the  circumstances  in  connection  with  that!  A. 
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Well,  it  is  an  established  policy  of  the  company  that  all 
employees  are  retired  at  the  age  of  65.  I  reached  the 
age  of  65  and  retired  in  accordance  with  the  policy. 

Q.  No  departures,  no  deviations  from  the  policy?  Af 
Right. 

Q.  I  believe  that  at  the  present  time  you  have  no  offii 
cial  connection  with  the  Philadelphia  Company  or  any  of 
the  companies  in  the  group,  except  that  you  are  a  director 
of  Duquesne  Light  Company?  A.  That  is  correct. 

Q.  When  were  you  first  retained  in  this  case,  Mr.  Stone ^ 
A.  About  April  25.  Mr.  Fleger  got  in  touch  with  me  and 
asked  me  to  come  in  on  the  case. 

! 

Q.  Did  he  explain  the  nature  of  the  case?  A.  Yes: 

I 

Q.  To  what  extent  have  you  devoted  your  time  since 
April  [1008]  25  to  preparing  yourself  to  testify  in  this 
case?  A.  That  is  all  I  have  done  since  then,  including 
work  on  weekends,  Saturdays  and  Sundays. 

Q.  How  about  evenings?  A.  Evenings  occasionally: 

Q.  I  believe  you  worked  right  down  Saturday  nighf 
also  with  Mr.  Hartt  until  eleven-thirty?  A.  That  i$ 
right. 

i 

Q.  And  then  eleven-thirty  Saturday  night,  since  the 
suggestion  was  made  that  you  adjourn,  where  did  you  ad¬ 
journ  to?  A.  We  adjourned  to  the  Pennsylvania  RaiL 
road  and  came  over  to  Philadelphia  and  went  to  work  th^ 
next  morning  immediately  after  breakfast. 

Q.  With  Mr.  Fleger  and  myself  and  other  members  of 
the  Philadelphia  Company  staff?  A.  Yes,  sir. 

Q.  And  you  have  been  at  work  at  that  ever  since?  A; 
Yes,  sir. 

Q.  Now,  in  connection  with  the  work  which  you  did  ih 
this  case,  will  you  tell  the  Examiner,  please,  how  you  pro- 
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ceeded  with  the  work  that  you  did.  A.  Well,  my  first 
contact  with  the  case  was  I  sat  in  at  a  meeting  at  which 
Mr.  Coffman  went  over  his  work  papers  with  myself  and 
various  other  interested — I  should  say,  various  interested 
officials,  because  I  am  not  now  an  official,  various  [1009] 
interested  officials  of  the  companies.  I  had  an  opportuntiy 
to  take  some  of  those  papers,  some  of  the  more  important 
tabulations  and  calculations  home  with  me  and  I  devoted 
a  very  considerable  amount  of  time  to  familiarizing  myself 
with  them  and  satisfying  mvself  as  to  whether  or  not  what 
was  done  was  done  in  a  rational  and  logical,  sound  way. 

Q.  Did  you  examine  any  of  Mr.  Coffman’s  work  papers? 
A.  I  did,  yes. 

Q.  To  what  extent  did  you  examine  those  papers?  A. 
I  examined  them  to  the  extent  of  satisfying  myself  that 
the  work  was  accurate  and  that  the  methods  were  sound. 

Mr.  Guttmann:  I  move  that  that  answer  be 
stricken,  if  the  Examiner  please. 

Mr.  Hackney:  I  think  he  has - 

The  Examiner:  That  motion  will  be  denied.  You 
may  have  an  exception. 

Mr.  Guttmann:  Exception. 

The  Witness:  I  made  a  number  of  checks  with 
the  department  heads  to  see  whether  there  was  any 
difference  in  their  thinking  with  the  results  in  the 
report  and  on  the  basis  of  my  own  judgment  and  my 
previous  experience  with  these  departments  reached 
my  own  conclusions. 

By  Mr.  Hackney: 

Q.  Did  you  review  the  bases  used  by  Mr.  Coffman  for 
his  estimates  and  the  methods  used  in  compiling  the  data 
which  he  [1010]  has  incorporated  in  these  exhibits?  A. 
I  did,  and  all  the  time  that  I  was  doing  this  work  I  had  on 
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my  desk  the  operating  report  of  the  accounting  department 
covering  all  of  the  companies  for  the  year  1946,  so  that  I 
could  refer  to  that  from  time  to  time  to  check  the  figures 
that  I  wanted  to  check. 

i 

Q.  In  other  words,  you  did  make  checks  to  satisfy  your¬ 
self  that  Mr.  Coffman’s  work  had  been  thoroughly  and 
accurately  done?  A.  Yes. 

Q.  Did  you  discuss  any  part  of  Mr.  Coffman’s  studies 
and  investigations  with  Mr.  Coffman  or  his  assistants? 
A.  I  discussed  them  in  very  considerable  detail  with  his 
assistants.  I  did  not  talk  with  Mr.  Coffman  personally. 

Q.  To  what  extent  did  you  have  discussions  with  depart¬ 
ment  heads?  A.  Well,  I  think  that  Mr.  Hartt  has  already 
testified  that  he  and  I  together  reviewed  the  results  of  ea<?h 
one  of  the  departments  with  the  department  head  and  in 
some  cases  some  of  their  assistants. 

i 

Q.  Did  you  accept  recommendations  made  by  depart¬ 
ment  heads  in  arriving  at  your  judgment?  A.  No,  I  did 
not. 

j 

Q.  Have  you  examined  Philadelphia  Exhibits  58  to  70, 
both  inclusive?  A.  Yes,  sir. 

[1011]  Q.  On  the  basis  of  your  experience  in  the  utility 
field,  with  particular  reference  to  the  seven  years  that  you 
spent  as  assistant  to  the  president  of  all  the  companies  iin 
the  group,  the  conferences  which  you  have  had  with  Coffman 
and  his  assistants  and  with  Philadelphia  Company’s  staff, 
the  studies  which  you  independently  have  made  and  your 
prior  knowledge  of  all  the  companies  in  the  system  and  the 
group,  do  you  think  the  methods  and  procedures  employed 
in  Air.  Coffman’s  Exhibits  Nos.  58  to  70  are  sound  and 
produce  a  reasonably  accurate  result? 

Mr.  Guttmann :  Objected  to,  if  Your  Honor 
please.  In  the  first  place,  the  exhibits  are  not  yet  ii 
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evidence  in  this  case,  the  methods  and  procedures  are 
not  outlined  in  the  records  of  this  case.  Further¬ 
more,  the  question  calls  for  an  opinion  of  this  witness 
on  the  opinion  of  someone  else,  and  on  all  of  those 
grounds  we  object  to  the  question. 

Mr.  Marshall:  The  City  of  Pittsburgh  likewise 
objects  to  that,  if  your  Honor  please.  The  exhibits 
themselves  are  offered  for  their  inferential  value - 

Mr.  Hackney:  The  exhibits  have  not  yet  been 
offered. 

Mr.  Marshall:  (Continuing) — and  an  opinion 
predicated  upon  them  is  just  an  inference  upon  an 
inference  and  the  question  is  wholly  improper. 

The  Examiner:  I  don’t  understand  that  he  was 
asked  his  opinion  in  respect  to  the  exhibits;  he  was 
merely  asked  whether  Coffman  and  his  assistants 
had  adopted  proper  procedures. 

[1012]  Mr.  Hackney:  That  is  all. 

The  Examiner:  Is  that  the  question? 

Mr.  Hackney:  Yes,  and  the  question  calls  for  a 
yes  or  no  answer. 

Mr.  Guttmann:  And  those  procedures  are  not  as 
yet  outlined  in  this  record,  if  the  Examiner  please. 

The  Examiner:  I  will  hear  his  answer.  You  may 
have  an  exception. 

Mr.  Guttmann:  Exception. 

Mr.  Marshall:  The  City  of  Pittsburgh  takes  ex¬ 
ception. 

The  Examiner:  You  may  have  an  exception. 

The  Witness:  The  answer  is  “yes.” 


I 
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By  Mr.  Hackney: 

Q.  Mr.  Stone,  based  upon  your  prior  experience  wifh 
the  Philadelphia  Company  group,  and  particularly  your 
seven  years  that  you  spent  as  assistant  to  the  president  of 
all  of  these  companies,  conferences  which  you  have  had 
with  various  representatives  of  Philadelphia  Company  com¬ 
panies  and  your  own  prior  knowledge  of  these  companies, 
are  you  able  to  form  an  independent  judgment  as  to  the 
accuracy  of  the  results  shown  in  Mr.  Coffman’s  study,  Ex¬ 
hibits  58  to  70? 

Mr.  Guttmann:  Same  objection. 

The  Witness:  Yes. 

i 

Mr.  Marshall:  Objection  on  the  part  of  the  City 
of  Pittsburgh,  too. 

[1013]  The  Examiner:  The  same  ruling,  sir.  j 

Mr.  Marshall:  The  question  is  leading  and  it  con¬ 
tains  certain  assumptions  of  fact. 

The  Examiner:  Very  well.  You  may  have  an 
exception. 

Mr.  Marshall:  Exception. 

| 

Mr.  Guttmann:  Exception,  if  the  Examiner  please. 

The  Examiner:  You  tender  the  witness  as  an  ex¬ 
pert  now? 

Mr.  Hackney:  I  do. 

j 

The  Examiner:  Anybody  want  to  inquire? 

Mr.  Guttmann:  I  would  like  to  ask  a  few  ques¬ 
tions  of  Mr.  Stone,  if  I  may. 
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By  Mr.  Guttmann: 

Q.  Mr.  Stone,  do  you  own  any  securities  in  Philadelphia 
Company  or  any  of  its  subsidiaries?  A.  I  do  not,  no,  sir. 

Q.  You  don’t  even  hold  directors’  qualifying  shares  in 
Duquesne?  A.  I  suppose  I  have  directors’  qualifying 
shares  in  Duquesne,  but,  of  course,  it  doesn’t  accrue  to  my 
benefit. 

Q.  But  you  don’t  question  that  you  do  hold  qualifying 
shares  in  Duquesne,  is  that  right?  A.  I  believe  I  do, 
if  my  memory  is  correct. 

Q.  And  you  testified  that  in  1938  you  became  vice  presi¬ 
dent  and  general  manager  and  director  in  Duquesne,  Alle¬ 
gheny  County  Steam  Heating  Company,  Equitable  Auto 
and  [1014]  Cheswick  &  Harmer  Railroad.  Did  you  remain 
in  that  capacity  or  in  those  capacities  until  the  time  of  your 
retirement?  A.  Yes,  sir. 

Q.  And  you  retired  April —  A.  1,  1947. 

Q.  —1  of  1947?  A.  Yes. 

Q.  Now,  Mr.  Stone,  you  testified  that  some  time  late  in 
April  Mr.  Fleger  first  called  upon  you  in  this  case,  is  that 
right?  A.  Correct. 

Q.  And  looking  at  Philadelphia  Exhibits  for  identifica¬ 
tion  58  to  the  end,  will  you  tell  us  which  of  those  exhibits 
were  made  available  to  you  early  in  April  and  which  of 
them  you  had  before  you  at  any  subsequent  period  and,  to 
the  nearest  of  your  recollection,  tell  us  when  you  had  the 
last  of  them.  A.  All  of  the  exhibits  except  K,  L  and  M 
were  made  available  to  me  in  preliminary  form. 

Q.  When,  Mr.  Stone?  A.  Very  soon  after  I  got  into 
the  case.  I  don’t  remember  the  exact  date. 

Q.  That  was  some  time  around  the  middle  of  April,  is 
that  right?  A.  Well,  I  started  the  25th,  about  the  25th, 
so  it  was  towards  the  end  of  April. 
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[1015]  Q.  Will  you  designate  for  our  record,  please, 
looking  at  the  exhibits  marked  for  identification,  which  are 
those  that  you  referred  to  as  K,  L  and  M?  We  don’t  know 
them  by  that  designation.  A.  Yes.  Well,  L  was  68-2. 
I  don’t  know  what  K  was. 


Mr.  Hackney:  67-1,  67-2,  68-1,  68-2,  69-1,  69-2  coji- 
stitute  the  so-called  Exhibits  K,  L  and  M. 


By  Mr.  Guttmann: 

Q.  Those  are  the  ones  to  which  you  refer?  A.  Yes, 
sir. 


Q.  And  with  that  exception,  you  had  all  of  the  other 
exhibits  in  preliminary  form  before  you  somewhere  around 
April  25,  is  that  right?  A.  Shortly  after  April  25.  | 

Q.  Now,  will  you  take  Exhibit  58  for  identification  be¬ 
fore  you  just  a  moment?  A.  Yes. 

[1016]  Q.  Now,  the  first  page  is  designated  “  Schedule 
A,”  is  that  right?  A.  Yes,  sir. 

Q.  Can  you  tell  us  in  what  respects  that  has  been 
changed  from  the  preliminary  form  in  which  you  first  re¬ 
ceived  it  around  April  25  ?  A.  It  hasn ’t  been  changed  in 
any  substantial  form.  If  any  changes  were  made  in  it  they 
were  in  the  nature  of  arithmetical  errors. 

Q.  And  were  they  changes  that,  so  far  as  Schedule  A  is 
concerned,  that  you  dictated  or  suggested?  A.  No,  sir. 

Q.  Will  you  take  a  look  at  Schedule  B,  the  very  next 
page,  Mr.  Stone? 

Mr.  Hackney:  Can  we  call  that  Philadelphia  Ex¬ 
hibit  59,  please? 


Mr.  Guttmann:  I  will  be  happy  to  refer  to  it  both 
ways  so  that  we  all  understand  what  it  is  supposed 
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to  be.  That  is  Philadelphia  Exhibit  59  for  identifica¬ 
tion,  also  marked  Schedule  B. 

By  Mr.  Guttmann : 

Q.  Will  yon  tell  us  in  what  respect,  if  any,  that  has  been 
changed  since  the  date  marked  on  the  bottom,  apparently 
the  date  of  its  preparation,  April  11,  1947  ?  A.  You  will 
notice  that  there  is  also  a  mark  there  that  [1017]  says 
“Revised  5/9/47.” 

Q.  That  is  right,  sir,  and  I  would  like  to  know  the  extent 
of  revision.  A.  The  revisions  that  w’ere  made,  again, 
were  not  fundamental  and  were  not  basic  in  their  nature. 

Q.  And  were  those  revisions  made  or  suggested  by  you? 
A.  No,  sir.  Everything  in  Exhibit  P-59  is  a  mathematical 
or  an  analytical  transcript  from  the  records  of  the  company. 

The  Examiner:  No  adjustments? 

The  Witness:  I  don’t  see  any  record  of  adjust¬ 
ments  and  I  don’t  recall  any. 

By  Mr.  Guttmann: 

Q.  Are  those  from  the  records  of  the  company  or  from 
the  work  sheets  of  Mr.  Coffman?  A.  The  records  of  the 
company,  originally. 

Q.  And  if  you  turn  next  to  Philadelphia  Company  Ex¬ 
hibit  59-1  for  identification —  A.  I  have  it  here. 

Q.  And  if  I  ask  you  the  same  question  as  to  revisions 
since  the  initial  date  of  preparation,  being  designated  as 
April  11, 1947,  would  your  answers  be  the  same?  A.  My 
answer  would  be  the  same,  yes,  sir. 

Mr.  Hackney:  What  date  was  it  revised? 

The  Witness:  5/11/47  was  the  revision. 
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[1018]  By  Mr.  Guttmann: 

Q.  And  again,  as  to  those  revisions,  your  answer  would 
be  that  they  were  revisions  in  mathematical —  A. 
Correct. 

Q.  Does  that  mean,  Mr.  Stone,  that  there  were  any  com¬ 
putations  made  in  connection  with  Exhibit  for  identification 
Philadelphia  Company  59-1,  or  are  those,  as  you  said 
before,  take-offs  from  company  records?  A.  Those  arp 
take-offs  from  company  records. 

Q.  Well,  then,  do  you  know  what  the  nature  of  the  revi¬ 
sion  was  and  what  caused  it?  A.  No,  I  do  not. 

| 

Q.  You  did  not  dictate  or  suggest  those  revisions?  A . 

No,  sir. 

Q.  And  if  you  would  turn  next  to  Philadelphia  Com¬ 
pany  Exhibit  for  identification  60-1,  Schedule  D,  was  this 
also  an  exhibit  that  in  preliminary  form  was  produced  fojr 
you  somewhere  around  April  25?  A.  Yes. 

Q.  And  the  revisions  that  were  made  as  of  May  5,  1947, 
were  of  the  same  character  as  you  have  suggested  on  the 
other  pages?  A.  Yes. 

Q.  And  again  I  take  it  that  those  revisions  were  not 
suggested  or  directed  by  you?  [1019]  A.  Correct. 

Q.  Now,  Philadelphia  Company  Exhibit  61  for  identifi¬ 
cation,  marked  Schedule  E,  was  that  again  produced  in 
initial  form  somewhere  around  April  25  for  you?  A. 
Yes. 

Q.  And  again  can  you  tell  us  what  revisions  were  mad? 
therein?  A.  There  were  no  substantial  revisions  made 
therein.  There  are,  however,  certain  calculations.  In  othej* 
words,  the  material  here  is  not  a  transcript  from  the  record? 
of  the  company.  There  are  some  calculations  made. 

Q.  Did  you  make  any  of  those  calculations?  A.  I 
did  not,  no,  but  I  satisfied  myself  that  they  were  appro^ 
priate. 


672a  Testimony — E.  C.  Stone — Cross-examination 

on  Qualifications. 

Q.  How  did  you  do  that,  Mr.  Stone?  A.  Well,  let  me 
take  these  two  columns.  We  have  two  columns,  one  of  which 
says  “Straight  time  paid  in  January,”  and  the  next  column 
says  “Calculated  full  rate  straight  time  paid  in  January,” 
and  there  is  a  notation  down  at  the  bottom  that  the  differ¬ 
ence  between  the  actual  hours  worked  and  the  number  of 
hours — 168  hours  used  to  calculate  the  typical  monthly  pay. 
Now,  of  course,  in  any  month  the  actual  experience  with 
respect  to  individual  employees  is  that  they  don’t  all  work 
all  of  the  scheduled  hours.  We  always  have  a  few  absences, 
sickness,  or  some  other  cause.  Furthermore,  [1020]  Janu¬ 
ary  is  a  31-day  month  and  it  so  happened  that  the  number 
of  hours,  the  number  of  working  hours  in  January  was  some¬ 
what  greater  than  168  hours.  Therefore,  you  find  that  the 
calculated  full  rate  straight  time  is  somewhat  slightly  less 
than  the  straight  time  actually  paid  in  January.  That  is 
in  order  to  arrive  at  a  basis  upon  which  the  January  figures 
could  be  considered  an  average  month  and  the  annual  pay¬ 
rolls  could  be  based  thereon,  and  it  was  on  that  basis  that 
this  correction  was  made  to  make  January  an  average 
month. 

Q.  Well,  just  what  did  you  do  in  checking  the  accuracy 
of  the  calculations  on  Philadelphia  Company  61  for  iden¬ 
tification  ? 

Mr.  Hackney:  If  the  Examiner  pleases,  I  submit 
that  this  is  not  proper  cross-examination  with  refer¬ 
ence  to  the  witness’s  qualifications.  He  has  not  been 
yet  asked  to  express  an  opinion  and  will  be  asked  to 
express  an  opinion  at  a  later  time.  At  that  time  it 
strikes  me  that  any  cross-examination  of  this  type 
will  be  entirely  appropriate  if  counsel  wants  to  in¬ 
dulge  in  it.  These  are  not  Mr.  Stone’s  exhibits,  these 
are  Mr.  Coffman’s  exhibits  and  he  is  the  man  who 
should  be  cross-examined  as  to  his  preparation  of 
them,  what  factors  he  took  into  consideration,  what 
adjustments  he  made,  so  I  submit  that  the  cross- 
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examination  is  not  proper  on  the  question  of  qualifi¬ 
cations  of  the  witness. 

I 

The  Examiner:  I  will  overrule  the  objection. 

[1021]  Mr.  Hackney :  I  would  like  to  have  ah 
exception. 

j 

The  Examiner:  You  may  have  an  exception. 


The  Witness:  Well,  the  staff  members  of  Mr.  Coff¬ 
man’s  organization  explained  to  me  exactly  how  they 
did  the  job. 


By  Mr.  Guttmann: 

Q.  What  did  you  do  to  check  it?  A.  And  I,  knowing 
the  facts,  which  I  have  outlined  to  you,  that  January  wa$ 
somewhat  more  than  an  average  month,  and  knowing  that 
the  actual  payroll  is  not  always  identical  with  the  theoretir 
cal  payroll,  so  to  speak,  I  accepted,  I  was  satisfied  that  the 
methods  that  were  used  were  correct  and  I  accepted  the 
accuracy  or  the  ability  of  the  individual  man  to  make  an 
accurate  calculation. 

Q.  In  other  words,  Mr.  Stone,  you  did  not  check  the  comi- 
putation  or  calculation?  A.  No,  sir,  I  didn’t. 

Q.  Nor  did  you  go  back  to  the  actual  January  payroll 
to  check  the  accuracy  of  each  of  the  figures  in  the  firsi 
column,  is  that  right?  A.  I  did  not. 

Q.  And  in  so  far  as  any  revisions  that  were  made  to 
Philadelphia  61  for  identification  from  the  time  that  was 
first  produced  for  your  inspection  up  until  the  present  time* 
those  were  not  suggested  by  you  ?  A.  They  were  not. 

[1022]  Q.  Now,  let’s  turn  to  Philadelphia  62-1  for  ideni 
tification,  also  known  as  Schedule  F.  Was  this  likewise 
presented  somewhere  around  the  25th  of  April  to  you? 

A.  I  am  not  sure. 
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Q.  You  have  seen  it  before  this  time?  A.  Oh,  yes,  I 
have  seen  it  before,  yes. 

Q.  Do  you  know  when  for  the  first  time  you  may  have 
seen  that  sheet?  A.  I  couldn’t  say.  I  relate  this  sheet 
to  the  other  sheets  in  this  group.  My  recollection  is  that  I 
went  through  this  series  of  sheets  and  studied  them  all  at 
one  time. 

Q.  Does  the  copy  of  this  schedule  before  you  bear,  in  the 
column  following  the  last  ink  column,  which  is  designated 
“Payroll  total,”  certain  penciled  figures?  A.  I  have 
P-62-1. 

Q.  That  is  right,  sir.  A.  There  are  no  pencil  figures 
on  mine. 

Q.  I  call  your  attention  specifically  to  six  columns  of 
figures.  A.  Yes,  there  are  six  columns  of  figures  on  here. 

Q.  The  last  of  which  is  entitled  “Payroll  total,”  is  that 
right?  A.  That  is  right. 

Q.  The  first  figure  in  that  column  is  105,750?  A.  Yes, 
sir. 

[1023]  Q.  Now,  if  you  look  directly  to  the  right  of  that 
in  the  next  column,  which  bears  no  heading,  do  you  see 
any  figures?  A.  I  have  nothing  in  the  next  column  to 
the  right  of  it. 

Q.  May  I  see  your  copy?  A.  Yes. 

Mr.  Guttmann:  May  I  at  this  time  ask  company 
counsel  to  furnish  me  with  an  accurate  copy  of  the 
exhibit  that  is  in  the  record? 

Mr.  Hackney:  I  am  very  sorry. 

Mr.  Guttmann:  That  is  all  right. 

Mr.  Hackney:  Can  it  be  understood,  then,  that 
the  copy  which  Commission  counsel  has,  which  has 
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certain  pencil  figures,  those  pencil  figures  are  not 
part  of  the  exhibit  and  we  will  furnish  the  Coin- 
mission  with  a  revised  copy  of  62-1  ? 

Mr.  Guttmann:  Thank  you.  That  is  understood. 

! 

j 

By  Mr.  Guttmann:  •  j 

i 

Q.  Now,  in  connection  with  62-1,  when  did  you  first  see 
that,  sir?  A.  I  couldn’t  say.  I  think  I  made  the  obser¬ 
vation  a  moment  ago  that  I  wasn’t  quite  sure  just  when  I 
first  saw  this,  but,  as  I  said,  my  recollection  was  that  I  went 
over  this  group  of  exhibits  from  Schedule  A  to  Schedule  H 
in  a  group,  and  it  occurs  to  me  that  perhaps  this  exhibit 
wasn’t  entirely  completed  the  first  time  I  saw  it. 

[1024]  Q.  And  wTas  it  subsequently  completed?  A. 
It  is  completed  now. 

Q.  And  presented  to  you?  A.  It  is  completed  no^. 

Q.  When  did  you  first  see  it  in  completed  form?  A. 
Two  or  three  days  ago. 

Q.  And  what  have  you  done  in  the  last  two  or  thi^ee 
days  in  connection  with  that  exhibit  in  judging  the  accuracy 
of  method  or  procedure?  A.  I  got  through  with  this 
exhibit  several  days  ago.  I  haven’t  done  anything  with 
this  exhibit  since  the  middle  of  last  week.  i 

Q.  And,  as  a  matter  of  fact,  Mr.  Stone,  going  back  to 
all  of  the  previous  schedules  that  we  have  referred  to,  all 
of  which  bear  a  revision  date,  some  of  which,  Schedule  A, 
for  example,  being  59  for  identification,  having  been  revised 
5/9/47;  Philadelphia  59-  for  identification,  5/9/47;  Phila¬ 
delphia  59-1  for  identification,  5/11/47 ;  Philadelphia  6d-l, 
5/5/47,  and  Philadelphia  61  for  identification,  5/5/47 — 
since  those  revised  dates  have  you  made  any  check  as  to 
the  methods,  procedure  or  accuracy  of  any  of  those  sheets, 
sir?  A.  I  have  satisfied  myself  that  the  revisions  were 
of  a  minor  nature  and  that  the  substance  of  the  story  tljiat 
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these  exhibits  tell  was  not  substantially  changed,  was  not 
changed,  the  substance  was  not  changed  by  the  revisions. 
There  might  [1025]  have  been  a  few  arithmetical  changes, 
but  the  method  was  not  changed  and  the  substance,  the 
answers  were  not  substantially  changed. 

Q.  Would  it  surprise  you  to  know,  Mr.  Stone,  that  with 
reference  to  62-1  for  identification  the  sheet  before  me  indi¬ 
cates  in  pencil,  following  the  figure,  the  total  figure  of 
$5,240,548,  the  amount  of  $5,102,280?  Would  that  surprise 
you?  A.  No,  that  wouldn’t  surprise  me. 

Q.  What  would  it  designate  to  you,  if  anything?  A. 
It  would  designate  to  me  that  some  time  or  other  in  the 
preparation  of  this  report  that  there  had  been  some  mathe¬ 
matical  errors  made  and  that  those  had  been  corrected  in 
the  final  drafting. 

Q.  And  do  you  know  what  those  mathematical  errors 
were?  A.  I  do  not. 

Q.  Did  you  attempt  to  ascertain  what  they  might  have 
been?  A.  I  did  not. 

Q.  That  is  a  difference  of  about  $140,000,  isn’t  it,  sir? 
A.  Yes. 

Q.  And  really  this  is  the  first  time  that  it  has  been 
brought  to  your  attention  that  there  is  such  a  difference, 
isn’t  that  right? 

Mr.  Hackney:  Counsel  is  speaking  of  a  copy  which 
I  furnished  to  him.  If  that  copy  differs  from  the 
copy  which  has  [1026]  been  offered  in  evidence  I 
apologize.  It  is  my  fault  for  not  checking  those 
exhibits.  I  want  to  call  the  Examiner’s  attention 
to  the  fact  that  we  have  been  laboring  under  very 
heavy  pressure,  we  had  photostaters  at  work  very 
early  this  morning,  to  suit  Mr.  Guttmann  we  worked 
during  lunch  hour,  a  number  of  them,  in  compiling 
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exhibits,  and  I  rushed  a  copy  over  to  Mr.  Guttmann 
the  minute  I  could  and  I  am  sorry  that  your  exhibit 
contained  some  figures  which  do  not  appear,  as  I 
understand  it,  upon  the  official  copy  offered  in  evi¬ 
dence  and  I  don’t  think  that  the  witness  should  be 
embarrassed  by  being  asked  questions  about  figures 
which  are  on  a  copy  not  in  evidence. 

Mr.  Guttmann:  Mr.  Hackney,  I  assure  you  I  am 
not  critical  of  your  failure  to  check;  I  am  question¬ 
ing  the  witness  on  his. 

Mr.  Hackney:  But  the  witness  has  not  seen  this 
copy  which  Mr.  Guttmann  has  at  all.  Those  are 
copies  which  have  penciled  figures  on,  I  don’t  know 
who  put  them  on,  but  they  do  not  appear  on  the 
official  exhibits  which  are  now  in  evidence.  I  don’t 
think  it  is  proper  to  examine  this  witness  about 
them  and  I  object  to  it. 

The  Examiner:  Do  you  know  anything  about  the 
pencil  marks  on  the  exhibit? 

The  Witness:  No,  sir,  I  don’t.  I  never  saw  any 
pencil  marks  on  the  drafts  of  this  exhibit  that  I  have 
seen. 

The  Examiner:  All  right.  We  will  find  who  put 
the  pencil  [1027]  marks  on  from  some  other  witness. 

By  Mr.  Guttmann: 

\ 

Q.  Do  you  know  what  revisions  were  made  in  62-1  for 
identification?  A.  I  do  not,  specifically  in  detail. 

i 

Q.  Did  you  make  any  inquiry  to  ascertain  the  specific 
nature  of  revisions  in  that  exhibit?  A.  I  wasn’t  inter¬ 
ested,  to  be  frank,  for  the  reason  that  what  I  was  interested 
in  is  the  results  which  come  out  of  this  over-all  study  and 
I  was  very  much  interested  that  these  exhibits  be  accurate 
and  be  correct  when  they  are  submitted. 
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Q.  So  much  so  that  you  didn ’t  check  on  the  revisions  or 
on  the  necessity  for  them?  A.  I  felt  that — I  checked  the 
method,  I  satisfied  myself  that  the  method  was  correct.  I 
assumed,  and  I  believe  I  was  right  in  assuming,  in  view  of 
the  revisions,  that  the  organization  that  was  doing  the  job 
was  an  able,  competent  and  accurate  working  organization, 
and  I  believe  these  revisions  reflect  that  very  fact. 

Q.  But  you  don’t  know  what  necessitated  the  revisions 
in  any  instance,  is  that  right?  A.  I  don’t  know. 

Q.  You  don’t  know  whether  it  reflects  a  change  of 
method,  is  that  correct?  A.  Yes,  I  do,  because  I  know  that 
the  organization  that  [1028]  did  the  job  did  not  change 
their  methods. 

Q.  How  do  you  know  that?  A.  Because  they  told 
me  so. 

Q.  You  asked  them?  A.  Yes. 

Q.  You  didn’t  check  to  see  whether  or  not  that  was  a 
correct  answer,  did  you?  A.  No,  sir.  I  didn’t  check  the 
arithmetical  calculations. 

Q.  Nor  did  you  check  the  method,  did  you,  in  the  re¬ 
vised  form,  at  any  rate?  A.  I  didn’t  check  the  method 
beyond  spot  check  here  and  there  to  convince  me  that  these 
men  were  doing  what  they  said  they  were  doing. 

Q.  Now,  let’s  turn  to  63-1  for  identification,  also  some¬ 
times  known  as  Schedule  G.  When  did  you  first  see  that 
page,  Mr.  Stone?  A.  I  saw  it  before  May  6.  I  don’t 
recall  the  exact  date  when  it  was  revised. 

Q.  Does  the  copy  before  you  bear  in  the  lower  right- 
hand  corner  a  little  rubber  stamp  “Prepared”  followed  by 
some  initials,  and  the  next  line  “Checked”?  A.  Yes, 
sir. 

Q.  And  following  that  rubber  stamp  is  there  a  word 
that  has  apparently  been  partially  erased?  A.  Yes. 
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[1029]  Q.  Marked  ‘‘Incomplete”?  A.  Yes,  sir.  j 

i 

Q.  What  does  that  mean?  A.  I  presume  that  that 
means  that  in  the  earlier  copies  of  this  exhibit  some  of  the 
figures  have  not  yet  been  put  in. 

Q.  Is  that  a  presumption?  A.  I  think  it  is  substan¬ 
tiated  by  the  fact  that  some  of  the  figures  are  in  different 
bandwriting  from  other  figures. 

Q.  But  you  haven’t  checked,  have  you?  A.  No,  sir. 

Q.  And  there  are  erasures  on  that  exhibit  apparent  on 
the  face  of  it,  isn’t  that  right?  A.  I  don’t  see  any.  There 
may  be. 

Q.  Take  a  look  at  the  “Total”  column.  A.  I  cain’t 
see  any  erasure  on  my  copy. 

i 

Q.  Do  you  know  what  revisions,  if  any,  were  madei  in 
connection  with  that  schedule  from  the  time  you  first  slaw 
it  up  until  the  sixth  day  of  May?  A.  This  schedule  is  in 
exactly  the  same  class  and  was  dealt  with  in  exactly  the 
same  way  as  Schedules  A  to  F.  This  whole  series  of  sched¬ 
ules  from  A  to  H  are  the  evolution  of  a  situation,  the  evolu¬ 
tion  of  the  present  situation  as  it  is  today  and  they  are  iall 
related  to  each  other  and  a  revision  of  Schedule  A  would 
involve  and  necessitate  a  revision  of  every  other  one  of  the 
schedules. 

[1030]  Q.  And  you  haven’t  checked  the  revisions  of  any 
of  them,  is  that  right?  A.  Not  in  the  sense  that  you 
refer  to. 

Q.  In  what  sense  did  you  check  the  revisions?  Ai.  I 
will  repeat  that  when  I  first  saw  these  exhibits  I  studied 
them  myself,  I  ascertained  from  the  staff  members  of  Mr. 
Coffman  exactly  how  they  were  done,  I  familiarized  myself 
with  the  method,  the  different  steps  that  were  used,  I  was 
somewhat  familiar  in  a  general  way  with  the  magnitude  of 
these  various  quantities  that  are  indicated,  and  on  the 
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basis  of  all  of  those  aspects  of  the  problem  I  concluded  in 
my  own  mind  that  these  were  correct,  accurate  exhibits  and 
that  the  final  exhibit  reflects  a  correct  statement  of  the  sit¬ 
uation  with  respect  to  these  departments  concerned  as  of 
today. 

Q.  And  that  is  what  you  mean  by  checking  the  revision, 
but  not  in  the  sense  that  I  meant  it?  A.  I  did  not;  yes, 
that  is  what  I  mean.  I  did  not  check  the  mathematics  of 
the  calculations. 

Q.  Let’s  turn  for  a  moment  to  64-1  for  identification, 
alias  Schedule  H.  A.  I  have  64-1  now. 

[1031]  Q.  When  did  you  first  see  64-1  for  identification? 
A.  The  latter  part  of  April. 

Q.  That  apparently,  if  revised,  doesn’t  bear  any  revi¬ 
sion  mark;  is  that  right?  A.  That  is  correct. 

Q.  So  that  you  don’t  know  whether  or  not  that  was  in 
fact  revised;  is  that  correct?  A.  That  is  correct. 

Q.  Again,  looking  to  the  right  at  the  rubber  stamp  box 
in  the  lower  right-hand  corner,  there  is  the  partially  erased 
word  “Incomplete”;  is  that  right?  A.  That  is  right. 

Q.  So  that  that  might  designate  that  some  revision  was 
made  since  you  first  saw  it?  A.  It  could,  yes. 

Q.  When  did  you  last  check  it  ?  A.  I  would  say  about 
some  day  in  the  latter  half  of  last  week. 

Q.  Was  it  in  incomplete  form  at  that  time  or  was  it 
in  the  same  form  it  is  before  us  today?  A.  As  far  as  I 
can  recall,  it  was  in  the  same  form  as  today. 

Q.  Was  that  the  same  form  as  that  in  which  it  was  first 
presented  to  you  in  the  latter  part  of  April?  A.  I  still  say 
that  there  may  be  minor  mathematical  [1032]  corrections. 

Q.  Winch  again  you  haven’t  checked?  A.  Which 
again  I  am  not  in  a  position  to  say  anything  about. 


Testimony — E.  C.  Stone — Cross-examination  68jLa 
on  Qualifications . 

Q.  How  about  65-1  for  identification,  also  known  as 
Schedule  I.  When  did  you  first  see  that?  A.  I  saw  tlhe 
first  draft  of  this  very  soon  after  I  got  into  the  case. 

! 

Q.  That  was  in  the  latter  part  of  April,  1947  ?  A.  Yes, 

sir.  ,  | 

Q.  Did  you  have  any  question  at  that  time  on  Schedule  I? 
A.  I  did.  I 


Q.  And  as  a  result  of  your  questions,  were  any  cor¬ 
rections  or  changes  made?  A.  Some  changes,  yes. 


Q.  In  method?  A.  No,  not  in  method  but  in  result. 

i 

Q.  And  was  that  as  the  result  of  a  change  of  procedure? 
A.  No,  sir. 

Q.  Was  it  the  result  of  a  mathematical  correction? 
A.  No,  sir. 

j 

Q.  Whiat  was  it?  A.  It  was  a  matter  of  application  of 
judgment. 


Q.  And  as  against  whose  judgment  were  you  pitting 
your  own  in  that  connection'?  [1033]  A.  This  involved 
certain  aspects  of  the  organisation  of  some  of  these  depart¬ 
ments  with  which  I  was  quite  familiar,  and  in  discussions 


with  members  of  Mr.  Coffman’s  staff  in  which  I  brought 
out  certain  aspects  of  the  thing,  they  agreed  with  me  that 
it  would  be  better  to  make  certain  changes. 


Q.  WTiat  was  the  nature  of  the  change  or  changes  that 
you  suggested  at  that  time?  A.  Those  changes  resulted 
in  a  decrease  of  the  amount  of  money  in  the  last  column. 


Q.  In  order  to  arrive  at  a  decrease  in  the  amount  of 
money  in  the  last  column,  did  you  also  have  to  effectuate  a 
decrease  in  the  number  of  employees  in  the  last  column 
above?  A.  Yes. 

Q.  Was  that  also  your  suggestion?  A.  Yes. 


i 
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Q.  That  was  on  an  arbitrary  basis?  A.  It  was  on  a 
judgment  basis.  I  wouldn’t  say  it  was  on  an  arbitrary  basis. 

Q.  Which  of  the  departments  did  you  adjust  downward 
in  regard  to  number  of  personnel?  A.  That  may  have 
been  some  other  minor  changes.  The  principal  changes  that 
I  suggested  which  were  accepted  were  in  the  advertising  de¬ 
partment,  the  law  and  real  estate,  and  the  secretary’s  de¬ 
partment. 

Q.  And  numerically  what  difference  did  your  suggestion 
[1034]  make?  A.  It  wasn’t  very  large  as  respect  to 
number  of  employees.  It  did  represent  some  reduction  in 
the  amount  of  money  involved. 

[Here  follows  objection  by  counsel  for  Philadelphia 
Company  to  cross-examination  by  Commission  counsel  in 
the  course  of  direct  testimony,  which  objection  was  over¬ 
ruled.] 

£1035]  (Previous  question  and  answer  read  and 
pending  question  read.) 

The  Witness:  I  don’t  remember  the  exact  figure, 
but  it  was  between  $50,000  and  $75,000. 

By  Mr.  Guttmann : 

Q.  Did  the  revisions  that  were  made  in  connection  with 
[1036]  65-1  for  identification  require  revisions  in  the  pre¬ 
vious  sheets?  A.  No,  sir. 

Q.  Did  they  require  revision  in  any  subsequent  sheet? 
A.  Yes. 

Q.  Can  you  designate  which  of  the  exhibits  subse¬ 
quently?  A.  Schedule  J. 

Q.  Let  us  take  P-66-1.  Do  you  know  whether  there  were 
any  other  revisions  made  independently  of  those  that  you 
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i 

suggested  in  connection  with  65-1  or  Schedule  I?  A. 
Yes,  there  were  other  revisions  made. 

| 

Q.  Have  you  checked  those  ?  A.  Yes,  sir. 


Q.  How  recently?  A.  All  of  the  other  revisions  that 
were  made  were  made  jointly  on  a  study  that  Mr.  Hartt 
and  myself  went  into  and  after  discussion  of  the  various 
aspects  decided  that  certain  changes  should  be  recom¬ 
mended. 

j 

Q.  How  recently  did  you  check  those  subsequent  Ten¬ 
sions?  A.  Well,  that  study  started  Saturday  mornbig 
and  it  was  completed  some  time  yesterday. 


Q.  What  was  the  date  of  yesterday? 
was  the  12th,  wasn’t  it?  The  12th  of  May. 


A.  I  guess 


lit 


Q.  I  now  refer  you  to  the  lower  right-hand  corner  of 
65-1  for  identification.  Am  I  correct  that  shows  last  re¬ 
vision  [1037]  date  5-7-47?  A.  Yes,  sir. 


Q.  So  that  if  there  was  any  revision  subsequent  to  that, 
it  did  not  appear;  is  that  right?  A.  The  suggestions  or 
the  recommendations,  if  you  will,  that  Mr.  Hartt  and  j  I 
agreed  upon  are  not  in  this  exhibit. 


Q.  Are  not  in  the  exhibit?  A.  Are  not  in  the  exhibit. 

Q.  So  that  you  at  this  moment  are  not  in  100  per  cent 
agreement  with  this  exhibit?  A.  Right. 


The  Examiner:  Do  you  have  your  own  figures  to 
supplement  66-1  ? 

Mr.  Hackney:  We  have  exhibits  coming  in  from 
this  witness  which  will  come  in  at  the  appropriate 
time  in  connection  with  his  direct  examination. 

The  Examiner:  Very  well.  We  will  take  a  recess 
for  five  minutes. 


(Recess  taken.) 
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By  Mr.  Guttmann: 

Q.  Will  you  please  turn  to  Philadelphia  Exhibit  66-1  for 
identification,  sometimes  known  as  Schedule  J.  When  did 
you  first  see  this  sheet,  Mr.  Stone?  A.  Oh,  I  suppose 
four  or  five  days  ago.  As  a  matter  of  fact,  I  made  these 
calculations  myself  from  the  other  sheets  [1038]  that  I  had 
before  that. 

Q.  So  that  Schedule  J  is  your  own  work  and  not  that 
of  Mr.  Coffman?  A.  Oh,  no.  This  is  work  of  the  Coff¬ 
man  organization. 

Q.  I  see.  A.  But  so  far  as  the  data  is  concerned,  this 
is  merely  a  transcript  from  other  sheets,  the  calculations. 
There  is  nothing  new  in  this  sheet. 

Q.  So  that  I  think  you  stated  before  it  carries  over  to 
it,  among  other  things,  the  data  from  Philadelphia  Company 
Exhibit  65-1  for  identification  or  Schedule  I?  A.  That’s 
right. 

Q.  And  in  so  far  as  Schedule  I  does  not  contain  your 
own  full  judgment  and  thought,  Schedule  J  would  be  sub¬ 
ject  to  the  same  infirmity?  A.  That  is  correct. 

Q.  Have  you  made  any  independent  check  of  the  arith¬ 
metic  calculations,  if  any,  that  appear  on  Schedule  J? 
A.  I  made  a  spot  check. 

Q.  How  many  instances  represented  a  spot  check  for 
that  purpose?  A.  Maybe  10  per  cent. 

Q.  That  would  be  one  out  of  every  ten  figures  appearing 
on  that  page?  A.  Well,  one  out  of  every  ten  of  these 
items. 

[1039]  Q.  And  there  are  roughly  how  many  items? 
A.  Thirteen  in  each.  All  of  the  columns  are  not  complete. 
There  is  something  like  150  items. 


I 
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Q.  So  that  you  roughly  would  have  checked  about  one 
item  in  each  column,  isn’t  that  right?  A.  That  is  what  i|t 
averages  up,  yes. 

__  i 

Q.  Would  it  have  been  for  the  same  department  right 
along  across  the  page  or  did  you  skip  ?  A.  I  skipped. 

Q.  You  say  you  did  this  within  the  last  four  or  five  days? 
A.  Yes. 

| 

Q.  Where?  Here  in  Philadelphia ?  A.  Well,  I  got  tp 
Philadelphia  Sunday  morning.  I  did  some  of  it  in  Phila¬ 
delphia,  the  rest  in  Pittsburgh. 

Q.  Did  you  use  a  calculating  machine?  A.  No,  sir.  | 

Q.  How  did  you  do  it?  A.  I  do  it  all  in  my  head. 

i 

Q.  I  believe  you  stated  that  you  had  no  connection  with 
Schedules  K  to  M,  inclusive;  is  that  right?  A.  Well,  it 
isn’t  quite  right  to  say  that  I  have  had  no  connection  with 
it.  When  the  study  of  that  aspect  of  the  problem  was 
started  out  in  Pittsburgh  some  days  ago,  Mr.  Merrill,  whP 
is  one  of  Mr.  Coffman’s  vice  presidents,  came  out  to  Pittsb 
burgh  and  called  a  meeting  of  the  department  heads  and 
[1040]  certain  other  men  in  the  organization,  including 
myself,  for  the  purpose  of  discussing  the  problem  of  over¬ 
heads  on  payroll  in  operating  these  departments,  and  that 
meeting  went  into  this  in  some  considerable  detail.  The 
discussion  of  the  problem  was  chiefly  informatory  in  order 
to  familiarize  Mr.  Merrill  with  the  various  aspects  of  the 
problem  and  the  elements  of  cost  that  were  involved.  There 
was  no  attempt  made  in  that  meeting  to  influence  Mr.  Merf 
rill’s  judgment. 

Q.  No  attempt  on  whose  part  to  influence  Mr.  Merrill’s 
judgment?  A.  Anybody’s  part. 

Q.  Did  Mr.  Merrill  come  into  the  meeting  and  outline 
methods  and  procedure  to  be  followed?  A.  He  left  the 
meeting  with  an  outline  of  methods  and  procedures. 


i 
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Q.  Did  lie  come  in  with  such  an  outline?  A.  Well,  I 
presume  he  had  such  an  outline  in  his  head,  but  I  think  that 
he  wanted  to  check  his  proposals  with  the  practical  aspects 
of  the  particular  situation  before  he  committed  himself  as 
to  a  program. 

Q.  Was  that  program  applied  uniformly  to  all  of  the 
departments?  A.  Yes,  sir. 

Q.  Did  you  make  any  independent  check  of  Schedules  K 
to  M,  inclusive?  [1041]  A.  I  have  looked  them  over. 
I  haven’t  made  a  detailed  check  of  them. 

Q.  When  did  you  first  see  them,  sir?  A.  Yesterday. 

Q.  What  time  yesterday  did  you  first  see  them?  A. 
It  wasn’t  very  early  yesterday. 

Q.  Was  it  very  late?  A.  Probably  seven  P.M. 

Q.  And  you  have  been  in  attendance  in  this  hearing  all 
through  today,  have  you  not?  A.  Yes,  but  I  spent  quite 
a  bit  of  time  on  them  between  seven  P.M.  and  bedtime  last 
night. 

Q.  What  was  bedtime  last  night,  Mr.  Stone,  may  I  ask? 
A.  Midnight. 

Q.  So  that  you  could  not  have  spent  more  than  five  hours 
in  that  period;  is  that  correct?  A.  That  is  right. 

Mr.  Hackney:  Five  hours  of  Mr.  Stone’s  time  is 
worth  many  hours  of  others  ’. 

Mr.  Guttmann:  I  trust  you  are  speaking  for  your¬ 
self,  Mr.  Hackney. 

By  Mr.  Guttmann: 

Q.  You  are  referring  then,  I  take  it,  Mr  Stone,  to  Phila¬ 
delphia  Exhibit  67-1,  68-1,  and  69-1  for  identification? 
A.  That’s  right.  I  might  add,  if  I  may,  that  these  [1042] 
exhibits  were  developed  along  the  lines  which  Mr.  Merrill 
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outlined  to  us  before  be  left  Pittsburgh,  so  that  we  weile 
quite  familiar  with  the  methods  and  procedures  that  wefe 
to  be  adopted,  although  we  hadn’t  seen  the  figures. 

| 

Q.  Were  you  familiar  with  those  methods  and  pro¬ 
cedures  before  you  talked  with  Mr.  Merrill?  A.  No.  j 

Q.  Did  you  ever  hear  of  them  before?  A.  What? 

Those  methods  and  procedures  ? 

Q.  That  is  right.  A.  No,  sir. 

Q.  Let  us  turn  to  Schedule  N,  or  as  it  is  better  known 
in  these  proceedings,  Philadelphia  Company  Exhibit  70  for 
identification.  Is  this  schedule  in  the  same  category  as  the 
preceding  Schedules  K  to  M,  inclusive?  A.  Yes,  sir.  It 
is  a  summary  of  the  two  preceding  schedules. 

Q.  And  the  comments  that  you  had  in  relation  to  those 
would  apply  to  Philadelphia  70  for  identification  as  well? 
A.  Right. 

Q.  That  is  one  of  the  exhibits  that  you  saw  for  the 
first  time  at  seven  o’clock  last  night?  A.  Yes,  sir. 

| 

Q.  I  call  your  attention  next  to  that  which  is  marked 
Philadelphia  Company  59-2  lor  identification,  which  con¬ 
sists  [1043]  of  working  papers.  A.  I  have  59-2. 

Q.  When  did  you  first  see  that,  Mr.  Stone?  A.  Prob¬ 
ably  a  week  or  ten  days  ago. 

Q  Has  that  been  revised  since  you  first  saw  it?  A- 
Well,  of  course,  this  Exhibit  59-2,  which  represents  the 
working  papers  of  a  certain  aspect  of  one  of  these  sum¬ 
maries  which  we  have  just  been  going  over,  is  subject  to 
the  same  sort  of  comment  that  the  summary  was  subject 
to.  In  other  words,  the  summary  is  the  result  of  what  is 
in  these  working  papers. 

i 

Mr.  Hackney:  May  the  record  show  that  sum¬ 
mary  is  Philadelphia  Exhibit  59-1  or  Schedule  C? 
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Mr.  Guttmann:  I  have  no  objection  to  that. 

By  Mr.  Guttmann: 

Q.  So  that  your  comments  with  regard  to  Exhibit  59-2 
for  identification  you  say  are  already  covered  by  your 
comments  on  the  summary  exhibits?  A.  Yes,  sir. 

Q.  Would  the  same  be  true  with  regard  to  Philadelphia 
60-2,  which  are  the  working  papers  supporting  Schedule  D, 
also  known  as  Philadelphia  60-1  for  identification?  A. 
Same  answer. 

Q.  And  would  the  same  be  true  if  I  questioned  you  on 
Philadelphia  Company  62-2  for  identification,  being  working 
[1044]  papers  supporting  Schedule  F-l  ?  A.  Yes,  sir. 

Q.  Otherwise  known  as  Philadelphia  62-1  for  identifica¬ 
tion?  A.  Yes,  sir. 

Q.  Would  the  same  be  true  of  Philadelphia  Exhibit  62-3 
for  identification,  being  the  working  papers  supporting 
Schedule  F-2?  A.  Yes,  sir. 

Q.  Would  the  same  be  true  if  I  questioned  you  on  Phila¬ 
delphia  Exhibit  63-2  for  identification,  being  the  working 
papers  supporting  Schedule  G  or  Philadelphia  Exhibit  63-1 
for  identification?  A.  Yes,  sir. 

Q.  Would  the  same  be  true  if  I  question  you  on  64-2  for 
identification,  being  working  papers  supporting  Schedule 
H?  A.  Yes,  sir. 

Q.  And  if  I  questioned  you  on  65-2,  being  working  papers 
supporting  Schedule  I,  would  the  same  be  true?  A.  Well, 
you  will  recall  my  comments  on  that  Schedule  I  were  dif¬ 
ferent.  The  same  comments  that  apply  to  Schedule  I  apply 
to  the  working  papers. 

Q.  Thank  you,  Mr.  Stone.  In  connection  with  66-2  for 
identification,  relating  to  Schedule  J,  your  comments  would 
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be  the  same  as  those  in  that  connection?  [1045]  A.  Yes, 


Q.  If  I  questioned  yon  on  67-2,  being  the  working  papers 
supporting  Schedule  K,  your  comments  would  be  those 
applied  to  that  schedule  when  we  discussed  it?  A.  Yes, 


Q.  The  same  would  be  true  of  68-2  for  identification, 
being  working  papers  supporting  L?  A.  Yes,  sir. 

Q.  And  would  the  same  be  true  of  69-2  for  identification, 
being  the  working  papers  supporting  Schedule  M?  A. 
Yes,  sir. 

The  Examiner :  Mr.  Stone,  on  your  direct  testi¬ 
mony  I  didn’t  understand  that  you  ever  had  anything 
to  do  with  the  gas  company,  the  Equitable  Gas  Com¬ 
pany. 

The  Witness:  Well,  when  I  was  assistant  to  the 
president  of  the  Philadelphia  Company  and  subsidi¬ 
ary  companies  I  had  exactly  the  same  relationship  to 
and  responsibility  with  respect  to  the  gas  companies 
that  I  had  with  the  electric  and  the  transportation 
In  other  words,  at  that  time  there  was  one  man  who 
was  president  of  the  group.  He  was  president  of 
the  Philadelphia  Company  and  president  of  all  of  the 
subsidiary  companies.  And  I  was  his  assistant. 


Q.  Well,  when  you  testified  that  you  were  vice  president 
and  general  manager  of  the  Duquesne  Light  Company  in 
charge  of  electric,  auto,  coal  mining,  and  you  watched  the 
charges,  during  that  period  did  you  have  anything  to  do 
with  the  gas  [1046]  company? 

The  Witness:  No  responsibility  for  the  gas  conji- 
pany,  no.  Of  course,  being  an  affiliated  company,  you 
always  know  more  or  less — you  always  exchange 
notes. 
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[1047]  The  Examiner:  Did  yon  ever  testify  in 
any  gas  proceedings? 

The  Witness:  No,  sir. 

The  Examiner:  Will  you  tell  me  again  what  period 
in  your  connection  with  those  companies  yon  had 
something  to  do  with  the  gas  companies? 

The  Witness:  In  1931  to  1938,  when  I  was  assist¬ 
ant  to  the  president. 

The  Examiner:  And  yon  talked  about  that  yon 
had  something  to  do  with  the  rate  revisions — that 
was  as  to  electric  light  rates? 

The  Witness:  Yes.  I  think  that  most  of  my  activi¬ 
ties  there  had  to  do  with  the  electric  rates. 

The  Examiner:  Well,  is  it  correct,  Mr.  Stone,  that 
outside  of  the  seven  years,  1931  to  1938,  yon  had 
nothing  to  do  with  the  gas  operations? 

The  Witness:  Yes,  I  think  that  is  correct. 

The  Examiner:  All  right,  sir. 

By  Mr.  Guttmamn: 

Q.  Mr.  Stone,  during  those  years  that  yon  had  some¬ 
thing  to  do  with  the  gas  companies,  it  was  of  a  fairly  gen¬ 
eral  nature ;  isn’t  that  so?  /  A.  Well,  I  had  the  duties  and 
responsibilities  that  an  assistant  to  the  president  generally 
has,  and  those  duties  and  responsibilities  have  to  do  with 
taking  off  the  shoulders  of  [1048]  president  the  burdens 
of  you  might  say  the  details  of  operations  as  contrasted 
with  the  policies  which  are  set  up  and  laid  down  by  the 
president. 

Q.  Mr.  Stone,  did  you  ever  operate  a  segregated  inde¬ 
pendent  gas  company?  A.  No. 
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Q.  Did  you  ever  operate  a  segregated  or  independent 
electric  company?  A.  No. 


Q.  Did  you  ever  operate  a  segregated  or  independent 
transportation  system?  A.  No. 

Mr.  Guttmann:  On  the  basis  of  the  answers  of 
the  witness  to  question  on  qualifications,  I  move  that 
he  be  excluded  as  an  expert  witness  on  the  ground 
that  he  is  not  qualified. 

The  Examiner:  Do  you  make  any  point  in  that 
objection  as  to  the  witness  now  being  retired  and 
drawing  a  pension  from  the  company  in  addition  to 
his  retainer? 


The  Witness:  That  should  be  corrected.  I  am 
not  drawing  a  pension  from  the  company. 


The  Examiner:  Let  us  have  the  facts  on  that,  i 

r  ! 

The  Witness:  Each  one  of  the  companies  in  the 
Philadelphia  Company  group  has  a  funded  pension 
system  with  the  Equitable  Life  Assurance  Society. 
As  of  the  date  of  an  employee’s  retirement  enough 
money  has  been  put  into  that  fund  to  finance  [1049] 
the  pension  and  therefore  I  receive  my  pension  from 
the  Equitable  Life  Assurance  Society,  not  from  the 
company. 

The  Examiner:  Have  you  paid  any  premiums  pr 
have  you  contributed  to  the  Equitable  Society? 

The  Witness:  Yes,  I  have  contributed  since  1936. 
I  have  contributed  half  of  what  is  put  up. 

The  Examiner:  The  company  contributes  the 
balance? 

| 

The  Witness:  The  company  contributes  the  bal¬ 
ance.  From  now  on  out  I  get  my  money  from  Equi¬ 
table  and  not  from  the  company. 
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By  Mr.  Guttmann: 

Q.  Are  you  being  paid  for  your  testimony  in  this  case? 

A.  Yes,  like  any  other  consultant. 

Q.  By  the  company?  A.  Yes. 

The  Examiner:  I  will  overrule  the  objection. 

Mr.  Guttmann:  Exception. 

The  Examiner:  We  will  hear  the  witness’s  testi¬ 
mony.  Do  you  have  any  question,  Mr.  City  Solicitor, 
as  to  the  witness’s  qualifications? 

Mr.  Marshall:  No,  but  I  join  with  the  Securities 
and  Exchange  Commission  in  objecting  to  the  com¬ 
petency  of  the  witness. 

The  Examiner:  All  right.  I  will  overrule  the 
objection  and  you  may  have  an  exception. 

Mr.  Hackney:  That  is  all  for  the  time  being,  Mr. 
Stone. 

[1050]  (Witness  temporarily  excused.) 


